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EXISTING DISPARITIES IN PUBLIC SCHOOL FINANCE

1

I. INTRODUCTION

1

Thnxighout its history this Nation has stressed education as
the primary means of guaranteeing every citizen an equal chance
at obtaining the rewards of an open society. If educational
opportunitieo are unequal, then the American experiment in equality
of opportunity must fail. The evidence indicates that we are in-
deed failing. Nor is there any strong indication that we are
about to correct this failure.'

AND PROPOSALS FOR REFORM

The goal of "equal educational opportunity" is deeply embedded in the

American tradition, and few people would dispute that it is a commendable

policy objective. A broad interpretation of this objective is that edu-

cational policy-makers should strive for a public school system designed "to

insure that children from all groups come into adult society so equipped as

to insure their full participation in this society..., to reduce the de-

pendence of a child's opportunities on his social origins" or place of

residence.2

In the past several years, concern about unequal educational opportunity

has been aroused by studies documenting clear disparities along social class

and racial lines:

1Alan K. Campbell, "Inequities of School Finance," Saturday Review,
Vol. LII (January 11, 1969), p. 44.

2James S. Coleman, "Equal Schools or Equal Students?" The Public
Interest, No. 4 (Summer 1966), p. 72. Asofficiallyexpressed, the goal
of the Federal Government implies: "An opportunity for the best education
which the Nation can offer each individuaLsuited to his abilities and
interests and without regard to his family income, race, or place of
residence" (Special Analysis J, The Budget of the United States, FY 1970,
p. 117). For discussion of the concept, see Arthur E. Wise, Rich Schools,
Poor Schools: The Promise of Equal Educational Opportunity (Chicago: Uni-
versity of Chicago Press, 1968), Ch. 8, and James S. Coleman, "The Concept
of Equal Educational Opportunity," Harvard Educational Review, Vol. 38
(Winter 1968), pp. 7-22.
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Extensive sociological surveys
of public schools reveal a

disturbingly consistent pattern: poor
children go to the most

outmoded schools with the least motivated fellow classmates;

they use the shabbiest facilities
and are taught by the least

capable teaciters; they do the worst and may be looked upon by

the system as incapable of doing better.3

Such findings are only the most
dramatic symptoms of broader problems that

are inherent in public school finance systems as
currently operated in most

states.

Educational opportunities are far from being equal today. Wide vari-

ations in the quality of public education among states, within states, and

even among neighboring jurisdictions in metropolitan areas are well known.

The present inequality is indicated by substantial differences in levels of

per pupil expenditures.

Since school districts in most states rely heavily on local tax revenues,

school expenditures are closely related to local wealth, or the size of the

available tax base, as well as other factors such as the community's willing-

ness to tax itself to pay for public education. As any property owner knows,

the local property tax provides the lion's share of public school revenues

in most states. This close tie between the property tax and school spending

often yields strikingly inequitable results: "rich" districts are able to

afford high levels of school spending at moderate tax rates while less affluent

communities exert a greater tax effort and still spend less per pupil on

schools. State governments intervene in the school finance system by pro-

3David L. Kirp, "The Poor, the School's, and Equal Protection," Harvard

Educational Review, Vol. 38 (Fall 1968), p. 644. For documentation of dis-

parities in educational opportunity, see James B. Conant, Slums and Suburbs

(NY: McGraw-Hill Book Co., Inc., 1961); Francis Keppel; The Necessary

Revolutico in-American Educition, (NY: Harper & Row, 1966); James S. Coleman

et al., Equality of Educational.Opportunity.(Washington:
U.S.G.P.O., 1966);

and U. S. Civil Rights Commission Report, Racial Isolation in the Public

Schools (1967).
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viding state aid in varying degrees and according to a complex variety of

allocation procedures. Unfortunately, even when state school aid is in-

tended to "equalize" local tax burdens and school spending levels, the

results in practice are generally rather ineffective, and large disparities

persist.

Federal aid to elementary and secondary education is focused primarily

on stimulating programs to promote specific national objectives, and

although the Federal contribution has increased sharply in absolute terms

it remains a relatively minor factor in the total picture of public school

finance.

The major purposes of this report are two-fold. The first is to document

the present inequalities in public school spending levels and local tax burdens

and to identify the principal reasons for the existing disparities. This

will be accomplished by reference to previous studies, by critical exami-

nation of current state and Federal programs of aid to public schools, and

by analysis of detailed data on the property tax base, school tax rates, and

current expenditures per pupil for every community in each of the six

New England states. This first part will provide the necessary groundwork

for the second objective: a review and evaluation of proposals for reform

of the currently inadequate systems of public school finance.

Intergovernmental Aspects of Public School Finance

The burden of providing public schools in the United Statea has been

delegated by most states to local government Units, hut from the earliest

history of the Nation,state legislatures, and the Federai.governMent as

well, have recognized a broad interest in promoting and supporting education.



7798

-4-

Initially, the states narrowly viewed
education "not as a right granted to

the individual but as a requirement imposed upon him for the good of the

state.
114 Increased Federal and state promotion of public education has

been fostered by empirical research that has documented the relationship

between an individual's educational
attainment and his earnings, and the

contribution of education to economic growth.

There is a sound theoretical justification for state and Federal aid

to education. Given the high mobility, increasingly sophisticated technology

and generally growing social and economic interdependence of American

society, it is clear that education is of more than merely local interest.

Since many of the social benefits of public education can accrue outside

the local jurisdiction where schooling is provided, an individual community

"may fail to undertake expenditures which would be desirable from the view-

point of the entire society,"5 resulting in underinvestment in education,

inefficient resource allocation that can be corrected only through action by

higher levels of government.
6 The practical effects of "spillovers" of

benefits of public education and the costs to society of citizens with

inferior training, and the necessity of corrective response by government

4Wise, Rich SChools, Poor Schools, p. 117, and his discussion in Ch. 5

generally.

5
Burton A. Weisbrod, External Benefits of Public Education: An Economic

Analysis, (Princeton University, Department of Economics, Industrial Relations

Section, 1964), p. 4.

6See Wallace E..0ates, "The Theory of Public Finance in a Federal System,"

Canadian Journal of Economics, Vol. I (February 1968) pp. 48-54. For theo-

retical analysis of grant systems designed to correct for distortions of

resource allocation resulting from benefit spillover effects, see George F.

Break, Inter overnmental Fiscal Relations in the United States (Washington:

Brookings Inst., 1967), Ch. 3; and Robert W. Rafuse, Jr., The Efficiency of

Conditional Grants-4n-Aid," in Joiut Economic Committee, Revenue Sharing and

Its Alternatives, 90th Congr., 18t seas. (1967), Vol. II, pp. 1053-1059.



7799

-5-

above the local level are well expressed by former Governor Terry Sanford:
7

It is not-enough to have the finest school system in the

country if the adjoining district has one of the worst. Ultimately
the product of the weak district will dilute the prosperity of the
more fortunate products of the excellent system. Correcting this

kind of damaging inequity requires State action.

Growing political awareness of the benefits of education and rising

public demand for quality schools, together with persistent cost increases,

have led to sharply higher expenditures an public education by all levels

of government. Total spending on public elementary and secondary schools

has grown at an annual rate of 9.8 percent since 1949, compared to an

annual growth rate of 6.4 percent for GNP; and state and local tax effort to

pay for public education hss increased by almost 50 percent in the last

decade.
8 While total public school spending has been rising quite rapidly,

intergovernmental aid payments for public elementary and secondary education

have been growing faster than the total. At a time when state and local

governments have been hard pressed to raise funds for all types of new and

expanded services, a larger and larger proportion of their resources has

been devoted to paying for schools. The charts in Figure I show the growth

of state and local general revenues from their awn sources and revenues for

public schnols, for the Nation and the New England states.

The Federal connitment to elementary and secondary education increased

sharply after passage of the Elementary and Secondary Education Act (ESEA)

7But What About the'People? (NY: Harper & Row, 1966), p. 157, cited
in Advisory Canmission on Intergovernmental Relations (ACIR), State Aid
to Local Government (1969) p. 31.

8See data in ACIR, State Aid to Local Government, Table A-6, p. 53.
Effort is measured here as the ratio of revenues for public elementary and
secondary schools to state personal income. In all the New England states

except Rhode Island and New Hampshire, effort increased substantially more
than in the Nation as a whole between 1958 and 1968, but only Vermont was
exerting an effort greater than the national average.
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Figure I

RECENT TRENDS IN STATE AND LOCAL GENERAL REVENUES
AND REVENUES FOR PUBLIC SCHOOLS

United States and New England States

KEY:
ALL GENERAL REVENUES FROM OWN SOURCES

- -- &ate Sources
Local Sources

REVENUE RECEIPTS OF PUBLIC SCHOOLS. State Saurus
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in 1965. The proportion of Federal education spending devoted to elementary

and secondary schools doubled from about one-aixth in FY 1964 to o...1r nne-

third in FY 1970. 9 Since 1965-66, however, state and local funds for public

schools have grown faster than Federal support, which actually declined

between 1968 and 1969. Table I, Part A, shows that despite the sharp increame

in Federal aid under ESEA, the Federal contribution in public school finance

is still quite small compared to the burden on state and local governments.

The Table also demonstrates the tmportant national trend toward assumption

by the state governments of a larger share of the total cost of public

education.

Following the national pattern, in the New England states the state

share of public school finance has been growing faster than the local share

(as the charts in Figure I demonetrate fairly consistently), but the local

shaie remains consistently higher in New England than in the Nation as a

whole (Table I, Part B). Furthermore, the New England states generally

rely much more heavily than fhe Nation as a whole on local property taxes

as a source of state and local government revenues (see Table II). As a

result, the strain on local resources is especially severe in this region.

These structural patterns suggest that disparities in school tax burdens

and spending levels are likely to be greater in this region than in the

Nation as a whole. The New England states, therefore, constitute a par-

ticularly fertile ground for demonstrating the potential gains from ezpansion

or redirection of the intergovernmental role in public school finance.

Given the present severe strain on the local property tax base in many

areas, it becomes apparent that intergovernmental action will be required

9Special Analysis J, The Budget of the United States, FY 1970, p. 115.

68-412 0 - 72 - pt. 16 D-2 - 2
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to relieve existing inequalities. Present disparities in local tax burdena

and spending levels of public schools stem partly from the American tradition

of vesting control and support of the achools primarily at the local level,

a value judgment which is quite legitimate and has considerable merit. How-

ever, progress toward a more equitable system of public school finance has

been hampered to some extent by the fear that increasing state and par-

ticularly Federal financial aid to public schools will ultimately weaken

local decision-making and control. On the other hand, it can be argued

that this concern is irrelevant

because the scandalous discriminations now tolerated in public
education in our society are a consequence not of too much but
of too little local control. The existing financing mechanisms
are not truly systems of local control; rather they are a system
of naked privilege for those localities which are created by the
state with superior power. Local control in the sense of entities
with parity of power to perform their assigned tasks of education
has never existed.10

Significant improvements in present public school finance arrangements

could be initiated by the states, and even the Federal government, without

jeopardizing local control. In fact, local options are severely limited

under the present systems that closely tie school spending to the community's

property tax base. As a result, many educational experts have been

challenging the traditional notion that local control is dependent on.sub-

stantial local financing, conter2ding that while local control may be desirable,

"it is not contingent on local support. To put it another way, control does

1°John E. Coons, William H. Clune III, and Stephen D. Sugarman,
"Educational Opportunity: A Workable Constitutional Test for State Financial
Structures," California Law Review, Vol. 57 (April 1969), p. 319. The opposing

argument, viz, that equalization of per pupil spending would imply abandonment
of local control, is expressed, for example, by Philip B. Kurland; "Equal
Educational Opportunity, or The.Limits of Constitutional Jurisprudence Un-
defined," in Charles U. Daly (ed.) The Quality of Inequality: Urban and
Suburban Public Schools-(The University of Chicago:Center for Policy Study,

1968).
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not necessarily follow money and local financial support for education is

not necessarily essential to the maintenance of local control."11 A truly

equitable-system would recognize differences in local educational needs

'and would enable ccumminities to determine spending levels accordingly,

without regard to fiscal capacity. "...Whether identical services are

offered is irrelevant, since the goal is to provide equivalent opportunity

for local development according to local needs within the decentralized

structure of state responsibility. H12

Movement toward equalization of educational opportunity and financial

burdens has been stalled not by a dearth of propoials for reform but by a

lack of political will. If state legislatures fail to enact substantial

changes in their own school finance systeMs, reform may be forced in the

near future through court action.13

11Kern Alexander, "The Implications of the Dimensions of Educational Need
for School Financing," p. 208 in Roe L. Johns, Kern Alexander and Richard
Rossmiller (eds.), Dimensions of Educational Need, National Educational
Finance Project, Vol.1 (Gainesville, Florida: 1969):

12Dale L. Bolton, "Some Aspects of Equalizing Educational Opportunity
and Taxation Burden," National Tax Journal, Vol. XI (December 1958), p. 355.

13See Myron Lieberman, "Equality of Educational Opportunity," Harvard
Educational Review, Vol. 29 (Summer 1959), pp. 167-83: Harold W. Horowitz
and Diana L. Neitrini, "Equal Protection Aspecti of Inequalities in Public
Education and Public Assistance Programs from Place to Place Within a State,"
UCLA Law Review, Vol. 15 (1968), pp. 787-816; Wise, Rich Schools, Poor Schools;
Coons, Clune and Sugarman, "Educational Opportunity...," and Private Wealth
and Public Education (forthcoming, 1970, Harvard University Press): and
David K. Cohen, "The Economics of Inequality," Saturday Review, Vol. LII
(April 19, 1969), pp. 64 ff.
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II. DISPARITIES AT THE LOCAL LEVEL: WEALTH. EFFORT AND SPENDING LEVELS

Individual community statistics gathered for this etudy make it

possible to analyze existing disparities within eachef the New England

states. For each of 1,384 communities, figures were derived to measure,

(1) local ability to suppo% ahools, (2) the effort exerted locally to

support schools, and (3) the resultant quality of education provided by.

the local school system. Before proceeding with analysis, some comments

are in order concerning the statistics employed.

(1) Equalized Valuation per Pupil is used throughout this study to measure

local.capacity or ability to,pay for schools; the number of pupils involved

is determined strictly on a resident pupil, basis,
14 This measure reflects

the size of the tax base available for local property taxation.. Property

values are expressed on a "equalized" basis within eaCh state (i.e. some

fixed ratio to full market value), but data are not necessarily comparable

between states. There are inherent deficiencies in these data, particularly

for certain states, and some conceptual weaknesses must be admitted as well.

First, ability to pay for schools is clearly affected by other economic

factors; in, particular, some measure of income iS often preferred as a

measure of fiscal cepacity. Studies undertaken at different times and

covering different geographi&Areaa have yielded-confliCting conclusions

about the relative merits of income and property values as indices of local

fiscal capacity and whether or not one is a reasonably good proxy for the

14The raiiOnale for this and a desdription Of other statiatical Con-

cepts and sources will be found in Appendix I.
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i

other. 15 A serious obstacle to use of an income measure in the present

1

context is that reliable figures are not generally available for areas

1 coterminous with school taxing jurisdictions.

The adequacy of equalized valuation per pupil as a measure of ability

to pay for schools is affected by the distribution of governmental

responsibilities within a particular state, and the revenue requirements

to finance non-school public services in any given cmmmnity. Two local

districts with similar per pupil property values obviously do not have

comparable abilities to pay for schools if one is saddled with a large

welfare burden and the other is not.

Despite its limitations, equalized property valuation per pupil is

appropriate to use here in describing existing disparities in local fiscal

capacity; on purely practical grounds, in the present situation property

is the tax base accessible to school boards that must raise funds locally.

(2) "Basic" School Tax Rates were calculated as measures of local

effort to raise revenues for school support. In this study, the local

share of public school spending was derived on a residual basis by sub-

tracting state and Federal aid payments to the local district from total

15See, for example', George A. Bishop, "The Property Tax and Local
Spending--A Need for Balance," New England Business Review, (December 1962),
p. 3; Bishop notes a high correlation between school expemditures per pupil
and resident income levels; income may serve as an index of community
aspirations for educatiohspending, or hTroxy.for willingness, thpay. See

also, H. Thomas James, J. Alan Thomas & Harold J. Dyck, Wealth, Expenditure
and Decision-making for Education (Stanford University, School of Education,
1963) pp. 7-8; and R. L. Johns, "Indirect Measures of Local Ability to
Support Schools,"ih Trends in Financing7Public Education,. Proceedings of
the Eighth National Conference on School Finance, 1965, Committee on Educational
Finance, National EducatiOn AiSociation.(aubsequent references to these Committee
conference proceedings will be noted as CEF/NEA Proc.).

;
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current expenditures in basic school programs. Local effort is then expressed

as the derived local contribution to expenditures divided by the tax base,

equalized valuation:

F
r -Lv- =

V

In this formula, r "basic" achool tax rate; V = equalized valuation, and

L, S, and F are the local, state and Federal government contributions to

relevant public school expenditures, E, of any given district.16

Community aspirations for education, which affect willingness to pay

for local schools, vary among canmunities. Higher income familles generally

have relatively high aspirations for their children's education. However,

since local fiscal capacity is closely related to taxable wealth, a connunity

with low property valuation per pupil may not be able to realize high spend-

ing levels even if its desire for quality schools is translated into a high

local tax rate. Similarly, a low measured school tax rate may reflect local

residents' unconcern about school spending, but this is by no means a necessary

implication; the "basic" tax rate may be low because of purely fortuitous

circumstances. For example, the community may be lucky enough to contain

valuable property with few students attached (commercial and industrial

land, or:areas zonecIrestrictively for law-density housing), .or- it may have

a high proportion of Willies sending their children to private schoOls. In.

fact,.a low.local effort.may:supportexcellent schools;:unfortunately, the

obverse situation.is also true'..::

(3) Current EApenditures per Pupil,is. the measure employed in this

,study as a.rough.proxy.for quality, of:a school district's educational

product. Non-current expenditures and expenditures on functions that are

16For details on what expenditures are included, see Appendix I.

2
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ancillary to .the basic educational program are deliberately excluled. For

a number of reasons, this measure must be interpreted cautiously' as an in-,

dicator of educational quality.

First, school costs tend to vary inversely with size ofthe district

or size of the individual school. Thus, in someinstances, high expenditures

may partly reflect inefficiency of small units.
17 Cost cafferences may

also reflect regional variations in salary levels or input prices without

any bearing on the quality.of the output.

There is an extensive literature on "the cost-quality relationship"

in public education, And educators have generally concluded that money does

matter for all that it can buy in terma of goodr.; and better professional

services.
18 In addition, it obviously costs sere to effectively educate

some students than others. The Coleman Repoit and other studies raised

doubts.about the effectiveness of resource/inputs in overcoming cultural,

sociological and psychological barriers te educational achievement, and-the

debate about whether more moneywill pz:i;duce better schools is reverberating

17Walter Hettich, "Equalization/Grants, Mininum Standards, and Unit
Cost Differences in Education," Ulf% Economic Essays, Vol. 8 (Fall 1968);
Nels W. Hanson, "Economies of Scalf.: as i Cost Factor in Financing Public.

Schools," National Tax Journal (Mrtch 1962); and Francis G. Cornell, "Cost
Differentials and District Size 14 State School..Aid,"-in The Challenge of

Change in School Finance, CEF/NEA Proc., 1967:

18J. K. Norton, Does Bett6r Education-Cost More? (CEF/NEA., 1959);
Austin D. Swanoon, "The'Cost-!!ivality.,Relationahip,",The Challenae of.Change ,
in School Finance, pp; 151-641; and the.review by Betty Buford, Statement

before the General Subcomsittee'on Education of.the House.Education and .

Labor Committee,'November,T1,.1969, pertaining to H.R. 10833.(NEA release).

2u
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in many halls of the social sciences.
19 While this broad question of

educational policy is unresolved, the present problem& in public school

finance are no less serious: it is still
inequitable that equal tai effort

can yield vastly unequal results in per pupil expenditure outcome. There-

fore, critics of present public.school finance systems are "unwilling to

postpone reform while we await the hoped for refinements in methodology

which will settle the issue.... If money is inadequate to improve education,

the residents of poor districts should at least have an equal opportunity

to be disappointed by its failure."20

Quantitative Dimensions of Disparities

Some statistical measures of intra-state variation in equalized valuation

per pupil, "basic" school tax rates, and current expenditures per pupil are

presented in Table III. The coefficients of variation provide a measure of

the relative within-state variation, and these coefficients can legitimately

be compared across states; houever, interstate comparisons based on

19The Coleman Report, Equality of Educational Opportunity, and Kenneth

Clark, Dark Ghetto (NY: Harper & Row, 1965) raised the issue of critical

non-resource factors; examples of critiques of the Coleman Report are

Samuel Bowles and Henry M. Levin, "The Determinants of Scholastic Achieve -

ment- -An Appraisal of Some Recent Evidence," Journal of Human Resources,

Vol. 3 (Winter 1968), pp. 3-24; Henry S. Dyer, "School Factors and Equal

Educational Opportunity," Harvard Educational Review, Vol. 38 (Winter 1968),

pp. 38-56; and Christopher Jencks, "A Reappraisal of the Most Controversial

Educational Documeat of Our Time," New York Times Magazine, (August 10, 1969),

Pt. I, pp. 12 ff.

20Coons, Clune and Sugarman, Private Wealth and Public Education,

Introduction.
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the other data in the Table are not necessarily neaningful.21

The data reveal clearly that large intra-state disparities exist in

local wealth, school tax effort and levels of school spending. The differences

between the lowest and highest individual
district values, which are not

given in the Table, are quite extreme in some cases.22 The most extreme

variation appears in equalized valuation per pupil--the measure of local

ability to pay for schools. Variation in tax rates is also quite high, and

it is least severe in spending levels. This is, of course, as would be ex-

pected, since state school aid
distributions and other factors tend to

compensate partially for local wealth disparities. Even so, tax rates and

spending results vary over a wide range. This is illustrated in the graphs

in Figure II, which depict the
frequency distributions of school tax rates

and per pupil expenditures in Maine, where there is considerable variation

and in Rhode Island, where variation is least.

The disparities in local wealth are particularly important insofar as

they affect variation in tax effort and school spending at the local level,

i.e. as long as they are not offset by state intervention. Previous studies

of public school finance have concluded that wealth is the most important

21The coefficient of variation:is simply, the ratio.of the standard

deviation to the:mean, multiplied by 100. The other statistics presented

in the Table cannot be compared across states, for several reasons: incon-

sistencies in state determination of'equalized valuation, as noted above;

differences in accounting procedurei used to derive expenditure figures;

and differences in the.years for which nmet recent. data Were available

from the respective'states.

22 'ksmell number of districts whose:data yielded "freakish!' results

were dropped from'the calcUlation ofAescriptive statistics and from'cal-

culations described below in connection with the analysis of proposals for

reform.
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Figure II

FREQUENCY DISTRIBUTIONS OF "BASIC" SCHOOL TAX RATES
AND CURRENT EXPENDITURES PER PUPIL,

MAINE AND RHODE ISLAND

%NODS ISLAND.TAX RATES:
701 170% ef

Oletr fete

EXP. PEP PUPIL:
NNW)! ISLAND

SO

50

40

SO

20

MAINZ

MAIN!

over
40



7814

-20-

single factor affecting expenditures for education;23 the evidence from

this study supports this conclusion. Simple correlations between the

variables are given in Table IV. There is a consistent positive relation-
,'

ship between equalized valuation per pupil and current expenditures per

pupil, and a strong' inverse correlation between equalized valuation per

pupil and "basic" school tax rates. Scatter diagrams indicated an apparent

curvilinear relation between district wealth (V/P) and tax rates. One

curvilinear form, relating V/P and the reciprocal of the tax rate (1/r)1 was

tested and proved highly significant. The existing disparities in local

school tax effort and spending levels quite clearly are attributable to an

important degree to the heavy reliance on the local property tax in these

states. In general,, the highest fax rates do not yield the highest levels

of spending for education. In fact, nnsignificant relationship exists

between these measures.

The persistent influence of local property values on school tax rates

and expenditvres per pupil is illustrated graphically in Figure III. The

charts show a consistent pattern of increasing' spending levels at decreasing

tax rates across communities ranging from the group with the lowest per

pupil valuations (Quintile I) to the "richest" (Quintile V).24

23In uregression analysis, covering 10 states, Jamei, Thomas and Dyck

concluded that per pupil expenditures ii related to both equalized valuation

and medianfanily income, holding "aspirations" 'constant. (Wealth, Expend-

itures, and Decision-Making for Education,Xh. 4.)0ther examples of studies

in this area are Werner Z. Hirsch, ;"Determinants of Public Education Expend-

itures," National Tax Journal, VoL 13 (March 1964, Op. 24-40; Jerry Miner,
Social an& Economic Factors in Spending for Publi&SChools (Syracuse: Syracuse

University Prees,.:1963); andGeorge A.:111.9hop, "Stimalative VerguuSubstitutive

Effects of State'School Aid in NeW England," National Tax.journal; Vol. 17

(June 1964); pp. 133-43.

24The Rhode Island deviations from the general pattern apparently reflect

the small site of the quintile groups. There are only 39 districts in the

state. The present pattern should be different since beginning in 1968-69

the capacity measure was adjusted to include income as well as property value.

30
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TABLE IV

CORRELATIONS BETWEEN EQUALIZED VALUATION PER PUPIL (V/P),
"BASIC" SCHOCITAX RATE (r), AND CURRENT EXPENDITURES PER PUPIL (e),

NEW ENGLAND STATES

(V/P, e)
Simple correlation coefficients:

(V/P r) (V/P l/r) (e, r)

Connecticut +.54 -.68 +.75 +.10
Maine +.54 -.58 +.81 -.06
Massachusetts +.56 -.60 +.82 +.04
New Hampshire +.57 -.69 +.88 +.00
Rhode Island +.55 -.56 +.73. +.10
Vermont +.40 -36 +.71 +.11

NOTES:

(1) The numbers of observations by state are as follows:
Connecticut (169), Maine (330), Massachusetts (349),
New Hampshire (234); Rhode Ialand (39) and Vermont (249).

,

(2) All the'correlation.coefficiants in thevfirst:three",
coluams'are signifiCant at the 1% level. OnlY in the
case of Vermont is the' (e, r) relationship significant,'
even at the 10% level.

31



7816
A

-22- .st

Figure III

PATTERN OF DISPARITIES'IN EQUALIZED VALUATION PER PUPIL, CURRENT EXPENDITURES

PER PUPIL, AND BASIC LOCAL SCHOOL TAX RATES, NEW ENGLAND STATES

(Median Values of Quintiles According to Valuation per Pupil Relative to State Median)
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In contrast to this present situation, an equitable system Of public

school-finance would reward a community in proportion to its own effort to

provide good schools, thus breaking the tie between local wealth and edu-

cational offering, the tie by which the present system binds some communities

to inferior schools while capriciously rewarding others with educational

excellence relatively painlessly achieved. Who could defend a state system

where, for example, two districts have the same school tax rates but one

provides'three times the per pupil spending as the other, or, two districts

spend the same amount per papil but' one leviee school taxes at seven times

the rate of the other? These are actual cases drewn from the data collected

for this study. They are extrewe examples, but they'illustrate a Pervasive

pattern of inequitable disparities that affect indiiidual localtties in

each state. The next sections will examine important features of existing

school finance eysteme with a View toward discoveting steps. that Might be

-taken in the direction of meaningful reform.

68-412 0 - 72 - pt,16 D-2 - 3
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III. THE LOCAL PROPERTY TAX

Any review of existing public school finance must begin with an exami-

nation of the local property tax. The property,tax is the residual source

of funds for local government ervices in every state, and public schools

are the major single claimant on its revenue yield. The property.tax is .

one of the oldest, most pervasive, and probably one of the most disliked

of American taxes. It was the largest single tax source in he U. S. for

most of the country's history; in the.past several decades, however,.its

importance in the Nation's tax structure has.declined gradually, and there

has been much debate over the future of the property .tax. Over the years,
,

many critics have predicted the eventual demise of property taxation. In

1956, one expert.delivered a prospective funeral oration:

...Over the next two, decades, I.would expect to see the property
tax all but wither sway. Relative decline is a foregone conclusion,
but I would go beyond this.and predict thatin Absolute terms the.
property tax is headed for oblivion... lIn twenty years] the Pro-
perty tax will...have become an all-but- orgotten relic of an
earlier fiscal age.25

While there is considerable regional variation in the burden of property

taxes, as measured by effective rates, an important question is recurrently

discussed: how high can property tax rates go before reaching a possible

absolute limit of feasibility?

With respect to economic limitations in property taxation, there
is undoubtedly a breaking point, above which property taxes can-
not go. But this point varies with respect to taxpayers' locations,
timing, competing economic opportunities, and in other ways. There
is no universally accepted limit. There are places where the
rate could probably be increased without serious difficulty...but
in many areas--particularly in the large central cities--the tax

25George W. Mitchell, "Is This Where We Came In?", National Tax
Association (NTA), Proceedings (1965), pp. 492, 494.
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may already have been pushed to, or beyond, the limits of feasi-

bility.26

As the fiscal workhorse of local governments the tax has shown no signs

of departing to the glue factory; in fact, with substantial graith in pro-

perty values and continued increases in rates, it has shown remarkable

revenue productivity. However, rumblings of a "tax revolt" and recent

high voter rejection rates of local school-bond issues suggest that there is

no reason to be sanguine about continued heavy reliance of school budgets on

revenue from the property tax as it is now constituted. There are many ways

in which the property tax and its administration could be improved, partic-

ularly through action by state governments. Theoretical objections to the

property tax, in terms of its allocative and distributive effects and on

other grounds, have led many tax experts to recommend that state and loCal

tax structures be shifted away from the property tax and toward other types

of taxation. 27

A recent study showed that there is no general correlation between

effective property tax rates and a state's total tax effort.28 This

suggests that in states where school finance is especially closely tied to

local property taxation there is considerable.potential for improving public

school finance procedureo by developing alternative revenue sources and

strengthening or revamping the property tax itself.

26-N-ebel Walker, "Limitations of the Property Tax," NTA Proceedings
(1963), pp. 409-10; for a discussion of regional and intraregional differences
in effective rates, see Dick Netzer, Econamics.of the Property Tax (Wash.:
Brookings Inst., 1966), Ch. V.

27
See ACIR, The Role of the States in Strenethening the Property Tax,

Vol. I (1963) for proposed reforms within the systems. A comprehensive
economic analysis and evaluation of the tax is presented in Netzer, Economics
of the Property Tax. For general discussion of the tax, see Tax Institute of
America, The PropertyTax: Problems and Potentials (Princeton: 1967), and
Richard W. Lindholm (ed.) Property Taxation --USA (Madison: University of
Wisconsin Press, 1967).

28
ACIR, Measures of State and Local Fiscal Capacity and Tax Effort

(1962), p. 123.
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IV. THE IMPACT OF STATE SCHOOL AID.PROGRAMS

Even though public schools are locally run and the brunt of the

financial burden falls on local government units in most states, school

districts remain creatures of the states, and, legally, education remains

essentially a state function and responsibility. Three "general and

,

settled principles" have been clearly established:

The state has plenary pawer with respect to taxation for schools.
School taxes, whether collected by the state ot the localities,

are state taxes. The state retains discretionary pi/wet-Over the

method of distribution of school funds.29

To date, only a handful of state governments have intervened in the financing

of public schools to a really substantial degree.

State school aid programs vary widely in design and effect. The pro-

grams generally reflect several broad objetivea. Many programs are designed

to insure some minimum level of educational provision at reasonable "equalized"

levels of local effort, reflecting a desire to relieve excessive local pro-

perty tax burdens by injecting funds raised through more broadly based state

tax sources. Another common objective of state school aid is to stimulate

local education expenditures, for specific purposes or in general. There

are inherent conflicts among these objectiVes, for example between equal-

izstion and stimulation of local spending levels. The conflict between the

objective of stimulating local expenditures and the goal of property tax

29Wise, gich Schools. Poor Schools, p. 104. Wise notes that "the

state itself may collect school taxes, or it may authorize school districts

to collect taxes in its behalf... School districts are in fact an agency of

the state... Therefore it is a misnomer to designate funds applied by the
state am aid to the district." A court in Oklahoma suggested (in 1924)

"designating funds raised locally as aid to the state" (pp. 105, 106).

3 6
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relief has received much empirical study, with somewhat inconsistent results.
30

The principal concern here is the impact that state school aid programs

have on disparities in local school tax effort and current expenditures per

pupil. Over the years, state governments have been moving generally in the

direction of increased and usOre explicit emphasis on "equalization" in their

school aid allocation; but local effort and spending levels are still closely

related to local wealth. The following discussion gives some reasons why

and notes the sharp contrast between "equalizing" school aid in theory and

practice. As a working definition, state aid is considered "equalizing"

to the extent that it reduces the impact of local wealth differentials on

educational reiults in terms of per pupil spending.31 The extent to which

the state's contribution to public school finance actually has an equalizing

effect depends both on the amount of state money budgeted and on the manner

in which it is distributed.

30Edward F. Renshaw, "A Note on the Expenditure Effect of State Aid to
Education," Journal of Political Economy, Vol. !XVIII (April 1960), pp.-170-

74, concluded that considerable substitution of state for local funds takes

place, rather than net expenditure stimulation. Bishop, "Stimulation Versus

Substitution Effects...," reached a similar conclusion, though he noted that

the effectiveness of incentive programs appears to vary by type of community.

George B. Pidot, Jr., "A Principal Components Analysis of the Determinantn of

Local Government Fiscal Patterns," Review of Economics and Statistics, Vol. LI

(May 1969), pp. 176-88, found significant stimulation effects in state aid for

education and other functions. A debate on this issue--but one focusing

primarily on the relation between Federal aid and state-local spendinghas
been raging in the National Tax Journal recently; cf. articles and comments

by Mores (Mardh 1966), Osman (Deceeber 1966, Decekber 1968), Pogue and

Sgostz (June 1968), and Oates (June 1968).

31Coons, Clune and Sugarman, "Educational Opportunity...," p. 313. In

Private Wealth & Public Education, Ch. 3, Coons, Clune & Sugarman develop

and apply a lucid model for analysis of actual state systems according to

equalizing, non-equalizing and anti-equalizing effects.
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Methods of Allocating State School Aid
32

If the state desires to guarantee a certain basic level of education

for all school children and to minimize differences in local tax rates re-

quired for its support, then the allocation formula for state school aid

must reflect differences in relative needs and fiscal capacity at the local

level. A program designed to stimulate total education spending at the

local level will also take the factor of effort into account, rewarding

increased local support with additional state funds. Increasingly

sophisticated methods of distributing aid funds have been advocated through

the years, in keeping with growing awareness of existing problems and

specificity of policy objectives, but act.;31 practice has lagged seriously

behind theoretical advances.

Flat Grants, consisting of fixed payments on sone unit basis Qu. per

pupil, per teacher or per school district) were the earliest popular form of

state school aid. Even with refinements to reflect differences in district

need, such as paying larger amounts for secondary than for elementary school

pupils, this method of allocation clearly discriminates in favor of wealthier

'districts, whiCh can raise local funds more easily than their less affluent

counterparts to support expenditures in excess of the flat grant level. All

32Alternatime procedures for distributing intergovernmental aid have
been widely discussed. See, for example Francis G. Cornell, "Grant-in-Aid

Lpportionment Formulas," Journal of the American Statistical Association,

Vol. XIII (March 1947), pp. 92-104; Richard A. Musgrave, "Approaches to a
Fiscal Theory of Political Federalism," in NEER, Public Finances: Needs,

Sources and Utilization (Princeton: Princeton University Press, 1961), pp.

97-122. One of Musgrave's models was adapted and applied to the case of

state school aid by Ronald F. Hoffman, "A Systematic Approach to a Practicable

Plan for State Aid to Local Governments," Public Finance/Finances Publiques,

Vol. XXIV, No. I (1969), pp. 1-28. For discussion of state school aid pro-

grama in practice, see Charles S. Benson, The Economics of Public Educstica

(Roston: Houghton-Mifflin Co. , 1961), Chs. 6 6 7; Robert J. Garvue, Modern
Public School Finances (RY: Macmillan, 1969), Ch. 9; and *specially
the penetrating comprehensive analysis in Coons, Clune and Sugarman, Private

Wealth and Public Education, Chs. 1-5.

38
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that can be said in favor of the flat grant procedure is that it results in

some lessening in the disparity of local tax effort, compared to a system

of local support only.33

In practice, flat grants are ordinarily combined with categorical aid

programs in support of specific functions. Categorical aid also discriminates

in favor of the more affluent recipients if it is distributed on a unit basis

by fixed-ratio matching of state and local funds. A state program of this

type has no equalising effects since it does not take account of relative

ability to raise funds locally. Unless the total level of state support is

quite high, large disparities in local effort and spending levels are

inevitable.

"Fcandation" plena are the most commonforms of state school support

today. A foundation plan essentially guarantees some minimum level of public

school support for all districts, distributing state funds in a manner

that explicitly compensates for disparities in local ability and takes into

account differences in local needs. In itemost rudimentary form, the

foundation plan works as follows: (1) The state sets a target level of ex-

penditures per pupil, e*; and (2) a minimum school tax rate, r*, that each

locality must levy in order to qualify for foundation aid; and (3) state

funds are distributed according to a formula such as the following, which

assures that every district imposing school taxes at the mandatory rate will

be able to spend at least the target amount per pupil:

S * e*P - r*V

33--now much lessening will depend on the relative levels of state and

local contributions to the symtem. If tha state tax structure is progressive,

poor districts would gainIndirectly in the overall taxation-expenditure system

even if the state uses only flat grants.

3 3
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where S
I'

P
I
and V

I
are the amount of state foundation aid received, the

number of pupils, and the equalized valuation, respectively, of a given

district. Thus, for example, if the state seta the foundation support

level at $400 per pupil and the mandated local tax rate at 10 mills, every

district that levies school taxis at a rate of 10 mills or more Is assured

of at least $400 per pupil in expenditures; whatever amount the district

fails to raise locally at the 10 mill rate the state will make up in

foundation aid. However, any spending in excess of the foundation level

must be financed out of local revenues raised on an unequalizad basis.

In practice, most state foundation plans are more complicated than

this simple example. The complexities arise from alternative specifications

of the measures of local need (Pi) and ability (Vi). Many states have

built elaborate "weighting" factors into their foundation plan formulas in

order to reflect cost differences related to district or school size, grade

level canmeition, population density, number of classroom units, number and

qualifications of teachers, salary schedules, etc.34 Some states have

modified their mecsure of local ability by employing a weighted index of

property values and incoma.35 Even in its most refined form, however, the

345ee, for example, Albert R. hWnse, "Weighting Factors in State
Foundation Programs," in Trends in Financing Public Education, pp. 56-62;
Eugene P. McLoone, "Evaluating the Weighting Factors in UP11,". in Ibid., pp.

63-79; and Cornell, "Cost Differentials and District Size in State School

Aid."

35Other states still base foundation aid payments on unequalized
assessed valuations, thereby inspiring competitive underuaes.nt by local

assessors. When equalized valuation is employed, serious inequities can
result if the data are nNt kept current; IA. until several years ago, the
Haesaclusetts plan distributed aid on the basis of 1943 valuations, a fact

that gave great advantage to rapidly growing subueban areas. Similarly,

Florida now employs an index ,of capacity which combines sudh figura as

sales tax returns, employment, value of farm products, automobile registrations,

and railroad and utility property,.but still uses 1953 data.
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foundation plan has serious deficiencies.

First, foundation support levels are often woefully inadequate, in

many cases well below the spending levels that most districts support

voluntarily, and state legislatures frequently fail to revise support levels

upward in pace with rising costs. When the foundation level is unrealisti-

cally low, as is commonly the case, districts with relatively los fiscal

capacity must still exert a disproportionately heavy local effort in order

to provide an adequate educational program. The foundation support level

is a sensitive political question, determined largely by expediency. All

too often it is merely an "index of tha largesse of the particular state

goverment, not the job to be done."36 One critic argues that the simple

foundation plan approach to equalisation exists in present "bureaucratic

wonderlands" as crude "substitute for knowledge about the budgetary

needs" of schools.37

Second, the formula implies the possibility of neaative aid (I.A. pay-

ments by the local district to the state) in casel where a rich district

raises mere than the foundation support amount by taxing itself at (or

below) the mandated local tax rate. Since such redistribution is usually

politically unpalatable, programs are generally designed to eliminate the

possibility, either by adjusting the parameters of the formula or putting

constraints on the outcoma.s. Negative payments are effected in only one

state (Utah), and only to a mlnor extent. Some states guarantee a minimum

payment to every district regardless of the formula results. When this is

36Coons, Mune and Sugarman, Private Wealth and Public Education, Ch. 2.

37H. Thomas James, "Interdependence in School Finance: The City, The

State, and The Nation," iii Interdependence in School Finance: The City,

The State, The Nation (CEF/NEA, 1969), p. 14.

41
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done, the program operates with an implicit flat grant component which has

no equalizing effect.

Third, state foundation programs often exist in combination with ex-

plicit flat grants paid to every district. In this case, the flat grant

component of the overall state school aid program can actually have an anti-

equalizing effect, favoring the richer districts.38 In general, the total

equalizing effect of a state's school aid budget can be seriously diluted

if only part of the money is allocated on an "equalized" basis. State

foundation plans are completely equalizing in effect only when the wealthiest

district (1) taxes itself at the mandated local rate (r*); (2) spends no

more than the foundation support amount (e*); and (3) receives no aid from

the state.

Percentsge EqUalization Grants, alternatively called equalized per-

centage matching grants, represent the latest word in state school support

techniques. Under a percentage equalization scheme, the attempt to support

education at some basic unit cost level is abandoned in favor of a more

flexible approach that effectively offers individual districts greater

financial incentive and control and at the same timb provides full equal-

ization at any level of ependinc rather than just at an arbitrary foundation

level based on state-designated needs. This approach involves a formula,

such as the one below, which determines for eaCh district the percentage of

public school expenditures that will be paid for by the state. This per-

centage, usually designated the "state aid ratio," varies inversely with

relative local wealth:

38For a lucid demonstration of this point, see Coons, Clung and Sugar-
man, Private 'Wealth and Public EducatioN.Ch. 3.

114



5..

7827

-34-

State Aid Ratio (M)i (1 - wealth ratio for district i)

. (Capacity, district i

Capacity, key district)].

If the wealth ratio is determined with respect to the richest district

(according to whatever capacity measure the state employs), then the plan

eliminates the wealth (ability) factor entirely as a determinant of

district spending levels: the same local effort will generate the same

expenditure level regardless of disparities in local wealth.

This method of aid allocation can be substituted for any existing com-

bination of foundation plus categorical aid programs. A desirable simplification

in administration can be achieved by such consolidation of programs. More

importantly, greater overall equalization would result since many categorical

programs have non-equalizing or anti-equalizing effects, as noted above.

The very admirable "pure" theoretical form of the 'percentage equalization

method is, unfortunately, not realized in practice. To facilitate dis-

cussion by policy-makers, the plan is typically set up in a modified form:

the state decides to pay some proportion of the school budget of the district

of "average" wealth, and this "average" district becomes the "key" district

in defining the wealth ratio in the formula. With these changes, the state

aid ratio for any given district is determined as follows:

State Aid Ratio (2S )1.

[

1 ft(CAmacity. District i

Capacity, "Avr." Dist. ,

where 11 equals the proportion of its school budget that the "average"

district must finance out of its own funds, i.e. the state decides to pay

the proportion (1 - 11) of the budget incurred by the district of "average"

wealth (where, of course, the "wealth ratio" in this formulation would be

43
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unity).

It is possible, in this modified version, to select Q in such a way

that aid payments will still be fully equalising, as in the pure oode1.39

However, the expected state share of stitewide public school expenditures

under such a program might be so large that the "pure" form becomes

politically infeasible. One cause of resistance to unadulterated percentage

equalization le the fear that relatively poor districts will stage a raid

on the state treasury; "It has been demonstrated, however, that this is not

likely under normal cenditions.1140
Unless tha modified formula is set up

properly, negative aid payments will be required to retain the perfect

equalization implied by the "pure" form; again, this is politically unlikily

in practice.

In implementing the percentage equalization model, states have typically

imposed constraints that substantially reduce the actual equalizing effects

of the plan in practice. Amoog the devices that effectively impede equal-

ization are constraints such as the following: (1) a guaranteed taints=

state aid ratio, yielding soma aid even for the wealthiest districts; (2)

ceiling level on the state aid ratio, preventing full equalization for less

affluent districts; (3) a dollar muds= prosram level that the state will

subsidize in each district; (4) limitations on the types of spending that

the state will support; (5) state guarantees of minimum payments to all

districts, with respect either to some tbsolute dollar figure or to aid re-

39See Ibid., Oh. 5.

40L. L. Ecker-Racs and E. HdLoone, "ma State Role in Financing Public
Schools," Education Diffeet, Vol. 34 (December 1,41), p. 7.

4
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ceived in a previous year (a "save harmless" clause); (6) prorating state

funds when the state government fails to budget the full amount of aid that

the formula implies; and (7) refusal to require negative payments when the

formula requires them. Subject to modifications such as these, percentage

equalization plans in practice hardly do any better in terms of equalizing

effects than foundation plans. In implementation, the excellent theo-

retical plan is usually "adorned...with devastating refinements" to such

a degree that it is reduced to merely "a labyrinth of false promises";41

this result is generally quite intentional, reflecting political unwilling-

ness to legislate a truly equalizing program.

Intention vs. Effect: State School Ald in New England

A review of the school aid programs in the six New England states pro-

vides some illuminating examples of problems that can be encountered in

various types of state support programs. The data reported above (tai.

Table IV and Figure III) indicate that in none of the six states has state

aid eliminated the inequitable dependence of school spending levels on local

wealth. The results for the six states are fairly similar despite considerable

variety in the state aid systems. Table V reveals differences in the relative,

magnitudes of the state commitments to supporting current expenditure programs

and differences in the structures of the overall state school aid programs, as

well as some indication of the proportion of state aid funds that are intended

41Coons, Clune and Sugarman, "Educational Opportunity...," p. 316
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. Table V

GENERAL CHARACTERISTICS OF STATE SCHOOL AID PROGRAMS, NEW ENGLAND STATES

State Aid as
2 of Total

Non -Fed'l Support
of Current Exps.

Number

of Separate
Types of St.
School Aid

2 Distribution of State
School Aid by Category:

Basic Capital or
Program rebt Service Other

Connecticut 292 13 742 122 142

Maine 33% 17 812 * 9% * 102

Massachtmetts 192 6 672 * 15% * 182

New Hampshire 9% 11 562 * 29% 142

Rhode Island 322 4 832 * 10% * 72

Vermont 352 5 822 * 12% 52

* Indicates that some degree of equalization is attempted in the allocation method.

Sources: Thomas L. Johns (compiler and ed.), Public School Finance Programs,
1968-69, U. S. Dept. of IIEW, Office of Education (Washington:1969),
0E-22002-69 (for all but firot column), and data collected by the
Federal Reserve Bank of Boston.
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to be distributed in an equalizing manner.42

Every state except Connecticut makes some attempt to adhieve equalizing

effects in its method of allocating funds for support of the basic program

of current expenditures. Connecticut's basic program aid consists of a

system of flat grants allocated essentially on a per pupil basis, with no

equalizing effects. It is apparent, therefore, that the relatively low

variation in school tax effort and spending levels in Cornecticut is a

fortuitous result of comparatively small inter-district wealth disparities

rather than state action (cf. Table III). In the Connecticut allocation,

a bonus is given to smaller districts. This is done presumably to compensate

for disecanomies of small scale, but the procedure is open to objection on

the grounds that inequalities may be iggravated in specific cases, and district

consolidation in the interest of efficiency may be discouraged. Four of the

New England states include in their state school aid programs some kind of

incentive for consolidation of small districts.

New Hampshire, Vermont and Maine all have variations of the foundation

plan. The level of foundation support is quite low in New Hampshireea..

only $300 per high school student as compared with $406 in Maine and $743 in

Vermont--a reflection of the state's extremely low commitment to basic program

aid.

Maine is one of three New England states that distributes capital

42Intent is determined here on the basis of program descriptions. See

Thomas L. Johns (compiler and ed.), Public School Finance Programs, 1968-69,
U. S. Department of Health, Education and Welfare, Office of Education
(Wash.: 1969), 0E42002-69. It must be emphasized again that labels and
intent are not necessarily translated into equalizing effects, as the results
show.
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assistance funds in an equalizing manner. The state pays anywhere from 18

to 66 per cent of construction costs, the proportion for any particular

district varying in relation to equalized valuation per pupil.° The

equalizing effect of this aid program is not reflected directly in the

data used in this study, but it is obviously important to individual

districts. Other things being the same, equalizing features in capital and

debt service aid programs should contribute to overall equalization effects

in the total school aid program.

The "Other" types of aid programs are generally categorical grants

designed to aid specific functions, such as pupil transportation, education

of handicapped students, vocational education, and other activities including

(in Connecticut and Rhode Itland) prograas for disadvantaged children. These

programs, in effect, make some adjustaent for cost differences beyond the

basic program, but the funds involved are not distributed on an equalized

basis, and an opportunity for enhancing equalization In the total state

school aid is therefore lost.44

The basic prograns for current expenditures in Massachusetts and Rhode

Island are of particular interest because they are both adaptations of the

theoretically preferred percentage equalizing model. The Massachusetts

allocation procedure is a grotesque example of a labyrinthian system that

43By contrast, the "equalizing" feature of Massachusetts' capital aid
involves variation only within the narrow range of 40-502, depending on
equalited valuation per pupil.

44In Massachusetts the state pays all transportation costs in excess

of $5 per pupil; the program, which has undoubtedly stimulated spending

fur transportation, comprises almost AZ of total school aid paid by the
state. While there is some nerit in state subsidies to assist necessary

functions, there is no reason why the subsidy cannot be provided on a variable

matching basis to reflect ability to pay.
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almost defies comprehension, not to mention concise description.45 The

program embodies a good number of the defects listed above that can reduce

the equalization effects of an otherwise excellent model as the political

process implements a drastically constrained version. In the Massachusetts

case, the equalization potential is reduced at the outset because only a

limited portion of expenditures from local revenues are eligible for re -

imbutmemenft. Several additional adjustments are made on "reimbursable

expenditures," and a minimum state aid ratio of 15 percent is guaranteed

to all districts. 46 The resultant "entitlement" is subject to two further

modifications, and then the final figure is ultimately prorated to satisfy

the constraint imposed by the state budget.

The Rhode Island formula is considerably less complex, but it too has

serious weaknesses compared to the

The procedure is open-ended (i.e.,

spending that the state will aid),

assistance is seriously diluted by

"pure" percentage equalization model.

no ceiling is imposed on the amount of

but the equalizing effect of the state

a guarantee that the state will pay at

least 302 of the costs incurred by any district, even the richest. Districts

with "true" aid ratios under 102 can gain more funds at any level of effort,

and the open-ended feature makes it possible for them to exploit this advantage

to any desired spending level. Mote that the pure form of the percentage

45See the comprehensive analysis by Andre Daniere, Cost Benefit Analysis
of General Purpose State School-Aid Formulas in Massachusetts (Massachusetts
Aktvisory Council on Education, 1969).

46Daniere indiCates that the unconaL'ained formula yields state aid
ratios under 152 for almost one -folath of the localities in the state, and
two-thirds of these would get a negative aid ratio in an unconstrained system.

43
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equalization andel haplies (i) no relation between local wealth and spend-

ing, and (ii) a strong, posttive relation between effort and spending. By

contrast, In the two New England states where school aid is distributed on

the basis of modified percentage equalization foraulas, neither of these

relationships appears; instead, spending is closely related to local pro-

perty values per pupil, and greater tax effort generally does not result in

higher spending lvvels."

Tbe net Depact of a total state school aid package on the overall dis-

tribution of state funds asong districts is difficult to predict because of

the number of interacting relationships and the cozbination of different

progress involved. The following ate siaple correlation coefficients

between equalized valuation per pupil (V/P) and state aid per pupil in

support of current envmditures (S/P):

Connecticut .00 New Hampshire -.51
Maine -.34 Rhode Island -.08
Massachusetts +.04 Versant -.52

A significantly equalizing state system would produce a strong inverse

correlation between these variables. As would be expected, Connecticut's

flat grant system yields no equalizing effects by this test. State school

aid in Rhode Island has some very weak equalizing effects. The Massachusetts

program actnally has a tendency to yield perverse results --a positive re-

47See the correlation coefficients for Massachusetts and Rhode Island
in Table

50
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lationship between ability and state aid per pupi1.48 Beginning this year,

however, the results in Massathusetts should be improved because of a

legislative decision to fully fund the state school aid formula, implying

an increase of about 17 percent in the school aid budget. (The increase

will be financed largely by shifting funds from the non-equalising general

state aid prostas,)

Equalizing effects appear strongest in Vermont and Sew Hampshire. /n

New Hampshire, only a small state aid fund is distributed, but it is dis-

tributed in a strongly equalizing way; if the program. -:re fully funded, it

could have very significant effects. The true test, Nowever, is in the

final relationships between imealth, effort and spending levels that have

been reported earlier in Table IV and Figure III. Me results suggest that

among the Rev England states Vermont's plan, with a relatively high state

contribution foamed primarily in a foundation program with high support

levels, does about Che "best" job in reducing the dependence of spending

levels on localwealth; however, effort is still closely tied to local

wealth, and increased local effort does not bring significant positive

returns in higher spending levels. Rating the different state programs on

the basis of equalizing effects is cosplicated by the fact that intra-state

48A similar test in ACIR, State Aid to Local Government, p. 48, yielded

a similar positive relationship for the overall Massachusetts school aid pro-

gram (i.e., including capital as well as current programs). Joel S. Weinberg,

in a report recommending a percentage equalizing plan for Massachusetts in

1962, estimated that a properly implemented "pure" plan would yield a cor-

relation between per pupil aid and ability of -.97, but that inclusion of a

"save harmless" clause and *intim and maximum constraints on state support

levels would reduce the correlation to -.47. State Aid to Education in

Massachusetts (New England School Development Council, 1962), p. 42.

Apparently such modifications can have a very damaging effect!
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wealth disparities are relatively much greater in some states (EL. figures

for Maine and Connecticut in Table III.) Revertheless, it appears that a

new prestos soon to be introduced in Maine promises to have greater equal-

izing effects than any systes presently existing in the region."

The charts in Figure IV show that, with few exceptions, regardless of

the allocatice pattern of state aid per pupil in relation to local wealth

Ln the different states, expenditure levels are still priearily related to

local ability to raise revenues. Ihe simple correlation between per pupil

current expenditures and local funds is lowest in Rhode Island and Vermont,

at +.60 and +.76, respectively; in the other states the relation is stronger,

with correlatice coefficients ranging from +.89 ("Maine) to +.96 (Connecticut).

This will remain true as long as the states resist assumption of a sesningful

commitment to equalization or local contributions comprise the major portion

of total school expenditures.

Analysis of Ripothetical Equalizing State Ald Systems

;Mat would happen if state legislatures decided to reform their school

aid programs in order to sake possible effective equalization of public

school spending levels sod corresponding local school tax rates? Ihis

section presents the results of calculations based on models of school aid

systems that could yield these results. Actual New England data are used

as the basis for analyzing two types of systems which, if applied in "pure"

form, could elhemate intra -state disparities in local school tax effort

49Under the new plan basic program aid vill vary frost $4 to $411 per

pupil in inverse relation to equalized valuation per pupil, and supplementary

state aid for special needs will be provirlei also on a strongly equalizing

basis, vith the state share ranging from 13% to 972.
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and levels of current expenditures per pupil: (1) percentage equalization

grants; SO and (2) a state-vide property tax. The results of these systeas

are analyzed in the context of "pure" systems keyed to alternative policy

targets. Results were also obtained for the same systems operating under a

variety of constraints that are likely to be found in the real world, such

as budgetary constraints on state school aid, political decisions to guarantee

some aid to every jurisdiction, and legislative inhibitions against re-

quiring negative aid paysents by wealthy districts (redistribution).

Several linitations of the specific procedures utilized here must be

adaitted at the outset. First, thecalculations are based on state objectives

of equalizing current expenditures per pupil at acme given level (denoted

as e*).31 Unless the state provides equalized aid up to a level of e* that

no district would choose to exceed voluntarily, the actual expenditures of

some districts might be higher than the equalized level, and such voluntary

"excess" spending would not be attained on an equalised basis. On the

other hand, some districts sight prefer a low school tax rate and choose to

spend less than the equalized amount per pupil. In short, the calculation

procedure neglects the substitution and stimulation effects of increased or

"It must be emphasized at the outset, as discussed below, that the
form of percentage equalization plan considered in this section is a special
case since it is keyed to a particular spending level. The note general
percentage equalization approach pravides fully equalising aid at luaspend -
ing level.

51In the present contelt, i.e., analyzing equalizing aid up to a specific
expenditure level, these two models can be set up so that they are inter-
changeable in practical effect. The different forms are used because they
represent distinct actual or proposed systems and because each offers specific
advantages in reflecting policy objectives and constraints. For an algebraic
formulation of the models analyzed here, see Appendix /I. In all the follow-
ing calculations, Federal aid is neglected.
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redirected state aid.52 The assumption that districts will spend at the

equalized level is adequate for the present purposes of analyzing the

effects of a hypothetical program for effective equalization. An important

point to remember when interpreting the results is that if the target spend -

ine level is too low, inequities will creep back into the system unless the

state is committed to full equalization b ond as well as up to the t4r.e.t

level.

The procedure is crude to the extra that it does not incorporate any

attempt to compensate for differences in spending requirements among districts.

Bo attempt is nade to adjust the allocations for such factors as grade-level

composition,number of disadvantaged children, etc.; the target is to equalize

a single level of spending pellpupil. Similarly, no refinement in the mea-

sure of ability to pay vas attempted; equalized waluation per pupil vas used

throughout. These limitations ate not so serious as they may appear at

first. For one thing, specialists are not agreed on exactly how adjustnents

in the formula should properly be lade. Failure to refine the hypothetical

systems should not seriously affect comparisons among them or between them

and the existing systems.

The fact that the nmdels analyzed here focus on the objective of strict

equalization of local spending levels and school tax effott should not be

construed as an espousal of those _particular criteria for public school

finance systems. The calculations ate intended merely fot illustrative

52See references cited in footnote 30 and James, Thomas and Dyck,
Wealth, Expenditures, and Decision-Making for Education, Chs. 2, 5. it

is possible to perform simulations that do take account of these effects,
by assuming some uniform response by districts to changes in state aid.
See Denim, Cost Benefit Analysis of General Purpose State School-Aid
Formulas in?hmsachusetts.
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purposes. Indeed, as the discussion, belay, of proposals for reform makes

clear, an equitable system can tolerate --even encouraplocal differences

in levels of spending and effort, but just so long as such differences are

voluntary sod not the result of wealth disparities.

Model I: STATIMIIDE PHOPERTT TAX"

Current school expenditures could be financed through the proceeds of

a state-vide ptaptrty tat, with a uniform tat rate (r*) set at the level

necessary to finance a policy-deterained level of current expenditures per

pupil (e*). Ibe required tax rate would vary directly with the target

level of e* established by the state. This plan requires payment to the

state of excess property tax collections by districts that generate (at the

uniform tax rate) sore than the amount needed to finance the target prograa

for their resident pupils. This excess revenue would be redistributed by

the state to districts that fail to raise the required money at the uniform

rate. The program could be finenced entirely through local taxation. Some

results of this prograa are illustrated in Table VI for New Hampshire.

Figures are shown for values of e* equal to the present median. 80th per-

53Cornell, "Grant-in-Aid Apportionment Formulas," analyzes various

update using the criteria of attaining a siniuum service level (e*) with

uniform effort (r*) for all jurisdictions. Adopting similar criteria,

Hoffman, "A Systematic Approach to a Practicable Plan for State Aid to

Local Governments," 11111AM that under certain assumptions a plan similar

to the sodel described here (or Model II, balm) yields a social welfare

optimum. Mhsgrave, "Approaches to a Fiscal Theory of Political Federalism,"

examines comparable plans and alternatives in a consistent analytical frame-

work.
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centile and "maximome'54 levels of current expenditures per pupil in the

state. Some measures.of the equalization effects are provided by the mean

and median changes in individual district current expenditures per pupil

(e* - ei) and school tax rates (r* - ri)55 and by the proportion of districts

making payments to the state for redistribution (% of districts with excess

revenues).

Since this system is entirely locally financed, substantial tax rate

increases would be needed to boost spending to relatively high levels.56

Of course, increases would be extremely lazge for the wealthiest districts

which now enjoy very low rates, and present high-taxing localities would

experience rate reductions.

The state may alternatively choose to focus on equalizing school tax

rates at a particular level and then redistribute state-wide property tax

revenues to finance whatever spending level is possible at the tax rate

target. For example, if all New Hampshire localities were required to

exert a tax effort at the present 80th percentile rate level (23.1 mills),

current expenditures per pupil of $590, about 15 percent above the present

median level, could be financed on an equalized basis entirely out of local

funds.

54The "maximum",levels specified in the calculations are not necessarily
actual maxima in all cases, because "freak" cases were dropped. Similarly,
the "richest" district specified.in subsequent models is not necessarily the
one with an actual maximum per pupil valuation.

55e
i

and r
i

represent actual present current expenditure per pupil and
school tax rate figures for individual districts.

56The necessary increases are somewhat overstated since Federal funds
are included in determining target levels but are excluded in determining
the required tax rate.
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Model II: STATE-WIDE PROPERTY TAX PLUS FIXED STATE AID

A system closer to the real world needs and actual conditions would

require state funds to supplement the revenue yielded by a uniform school

tax rate. It could operate essentially in the same way that Model I does,

except that state money would be added to the excess local tax collections

used for redistribution. The state could again set a target in terms of

either spending levels or tax rates, and the other would be determined.

Table VII shows some results for programs of this type in Massachusetts.

The calculations were made assuming a policy objective of equalizing

current expenditures per pupil (out of state and local funds) at the present

80th percentile level. In order to evaluate the effect of an increase in

state equalizing aid, results are compared assuming state funds are con-

tributed in amounts (1) equal to existing school aid for current purposes,57

and (ii) twice that amount. The table shows that doubling'state aid and

focusIng the total amount in an equalization program would yield higher

equalized spending levels at a lawer tax effort for most districts. Of

political interest, perhaps, is the fact that one sure way for the state to

lessen required inter-district redistribution of funds is to enlarge its

own contribution.

If, alternatively, Massachusetts maintained its present aid commitment,

channeled the entire amount into equalizing basic program support, and

adopted a policy of requiring.a uniform tax rate at the present 80th per-

centile level of effort, the median increase in district per pupil expend-

itures would be $161, and spending would be equalized at $827, with 24 per-

cent of the districts paying money into the state. The additional funds to

57Existing schnol aid for current purposes according to the data gathered
for this study.
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support this program would come from local sources, primarily from relatively

affluent districts required to increase their tax effort substantially above

current levels. At the other end of the present spectrum, the least affluent

jurisdictions would be able to increase per pupil expenditures far beyond

what they could achieve under the existing system even by taxing themselves

at very high rates.

Results for other states are similar: present disparities in school

tax effort and spending per pupil can be relieved by a program of straight-

forward equalization, as long as the state commits itself to this objective

by increasing its own contribution, or requiring redistribution of funds,

or both.

The redistribution feature can be quite crucial. Suppose that the

state decides upon an equalization program of the Model If form but is.re-

luctant to require redistributive transfers. It may attempt to get around

this political problem as follows. It can set the uniform tax rate at a

level that would provide thewealthiest district with sufficient funds, but

no more, to finance its own program at the target expenditure level.' No

redistribution will be required, since not even the wealthiest district has

excess revenues. Applying this approach in Massachusetts, and assuming a

target e* = 769 as in Table VII, the uniform tax rate would be set at 2 mills,

less than one-tenth of the present state average (the "richest" district has

a per pupil equalized Valuation over 100 times as large as the state average).

Since the uniform tax rate is set so low to avoid redistribution, the re-

quired local contribution will fall drastically, implying a correspondingly

huge increase in state funds. In this case, the state would have to increase

its aid fund by a factor of 5.8 to $755.7 million, or else abandon or redesign

.1
1
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the plan. It would no doubt select one of the latter alternatives.
58

It is not uncommon that a-state equalization plan looks fine on paper,

only to be spoiled in practice because of a state budget constraint that

forces prorating of available funds. The calculations summarized in Table

VIII indicate the range of effects that prorating can have on an otherwise

well designed equalization system. For each of the New England states, the

required state contribution for a fully funded program to equalize current

spending per pupil at the 80th percentile level was calculated, along with

the implied uniform tax rate. The state contribution was reduced proportion-

ately (in total and across districts) to a level approximating the actual

state school aid budget. Receiving less state aid than the fully equalizing

amount, districts react by adjusting their own tax effort and spending. In

the most likely event, unless the state imposes effort or spending require-

ments in spite of prorating, tax rates and spending levels will diverge

from the intended state targets. The possible results are analyzed in

Table VIII by considering the effects under two extreme assumptions about

district responses: (A) the target e* is maintained, causing full adjust-

ment by changes in tax rates; (B) the uniform tax rate target, r*, is

maintained, and adjustment comes entirely through per pupil expenditure

changes. The state might decide to enforce either result; otherwise, the

final position of the individual districts will lie somewhere between the

two extreme cases, with neither equalization target attained. In any event,

5R--Lhe Massachusetts case is extreme, owing to the disproportionately

high valuations per pupil of the "richest" district. The comparison would

be still more extreme in New Hampshire. For the other states, the ratio of

state costs in a similar program (e* 80th percentile level, r* set 90 at

to avoid redistribution) to costs in the unconstrained version (where re-

distribution is accepted, as in Table VII) are as follows: Connecticut--2.3;
Maine--4.4; New Hampshire--12.4; Rhode Island--2.7; Vermont--2.9.
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.inequalities are reintroduced.59

Model III: PERCENTAGE EQUALIZATION WITHOUT REDISTRIBUTION

The percentage equalization model
tested here is not the "pure" form

discussed earlier because rather
than being open-ended it represents a

method for financing a specific level of per pupil expenditures. As in the

Unconstrained versions of the previous models,
target levels of e* and r*

are co-determined and are perfectly equalized for all districts.

In order for the percentage
equalization method to work without en-

tailing any inter-district
redistribution, the state must be prepared to

pay for a fully equalizing system out of its own tax resources. Aid will

be paid to all but the "richest" district. When wealth disparities are

substantial, this requires a very substantial state commitment.

Figures in Table IX, based on a target e* at the BOth percentile

level, show the results of Model III in Maine (where wealth disParities are

very substantial) and
Connecticut.(where wealth disparities are significantly

less).6° /n Connecticut, state aid would have to mr".e than double, and in

Maine a more than four-fold increase would be required. As state funds

replace local revenues in a completely equalizing manner, local tax rates

plumnet, and the state assumes a large share of the burden of financing the

target spending level.

59If the state were sincerely dedicated to
equalization at some level,

it could explicitly concede its
budgetary shortfall and reset its sights on

a different
target--equaliiation of a lower level of spending.

60ci . Table III.
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Model IV: PERCENTAGE EQUALIZATION, WITH REDISTRIBUTION

As noted above, iiplementation of percentage equalization systems is

usually based on an objective expressed in terms of the state reimbursing

some set proportion of the expenditures of a district with "average"

wealth. The formula's wealth ratio is defined with respect to the

"average" district, and the state finances a proportion (1 - Q) of this

district's budget. Unless certain conditions pertaining to the intra-state

distribution of wealth in relation to the Chosen value of Q are met, inter-

district redistribution of funds will be required in order to preserve the

fully equalizing property of the original formulation.61

Table IX includes the results of applying Model IV with owo values of

Q (Q m .50, Q .75, implying, respectively, that the "average" district

must pay 50Z, _75% of its budget for the target program) to Maine and

Connecticut, with the same equalized spending level used to illustrate

Model III. In this formulation, where wealth ratios are defined with respect

to the "average" district, the.total state share in the program is effectively

reduced, and quite sharply. This mOdel, compared to Model III, causes a sub-

stiiution of local for state funds. The required local tax rate rises, and

wealthier districts must pay over "excess" revenues to the state for re-

distribution. As Q--the share of program expenditures that the "average"

district must pay--is increased, a higher local effort is required of all

districts and the state relies more heavily on inter-district transfers,

rather.than its own revenues, to finance the program.

61In order for no redistribution to be required, Q must be selected

so that the maximum wealth ratio is no greater than 1/Q. See Coons,

Clune and Sugarman, Private Wealth and Public Education, Ch. 5.
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The figures in Table X, whiah are directly comparable with the column

in Table IX for Q .75, illustrate the types of changes that can result

from political camstraints being introduced into a percentage equalization

scheme. The three specific constraints analyzed are: (1) no redistribution

tolerated--the state aid ratio (28) is constrained to non-negative values

(%S0);.(2) guaranteed minimum state aid ratio--no district receives less

than a 20% subsidy from the state for its target program (%S)0.2); (3)

maximum permissible state aid rationo district, no natter how poor, receives

more than an 80% subsidy in the plan(%S0.8). The impact of these con-

straints can be gauged roughly by comparing the respective results in

Tables IX and X.

The prohibition of.inter-district redistribution has the expected

effect of increasing the required state contribution; this occurs because

the state must replace the funds that the wealthiest districts are no

longer required to pay in. For ihe same reason, variation in the required

local tax rate (rt) reappears:. again, the benefit accrues to wealthy districts

that can finance the target'program at a relatively low tax rate. The same

effects appear when a floor is placed under the state share, and, of course,

the magnitudes of the changes are greater, and more districts are protected

by the systemprotected in the sense that their laver "true" state aid ratios

are not effective. The maximum state share constraint haa minimal effect

in the specific case tested. Under percentage equalization plans of the

Model III type, this form of constraint would have more marked effects. The

burden of the conetraint would be borne by tha least affluent districts,

which would not receive tha full equalization benefit that an unconstrained

version of the plan would require.

67
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V. THE FEDERAL ROLE IN PUBLIC SCHOOL FINAFCE

Almost every state has accepted equalization of educational spending

and tax burdens as a goal of its public school finance system. This stated

objective is clear even though programa to implement.it have generally

failed miserably in terve of practical effects. The objectives of Federal

aid to public schools are quite different. To the limited extent that

equalization is a goal, the concern is for equalization between states. In

design, intention, and methods of allocating funds, Federal grant programa

have almost nothing to do with ameliorating intra-atate disparities.

Most Federal grants for public schoolm are designed to stimulate spend-

ing for specific policy objectives or to assist in meeting particulor needs

at the district level. "The existing arsenal of many-sized, heterogeneous

aids, diverse in purpose and structural detail, is claarly not a system tied

together by any central purpose more specific than serving the pragmatic and

ch4nging needs of a Federal partnerehip.... "62 In the present context, it is

especially important to note that Federal grants for public schools are not

designed in any consistent way to relieve or compensate for disparWes in

ability to pay for schools!

...Equalization is necessarily a secondasy.and, in some
respects, an irrelevant criterion when applied to operating
results of the complex of existing programs....

...The focus of existing grants, insofar as there is
a common focus, is on service standards, not personal inOomel....

..Identlfication of stateo as rich or poor, highAncome
or low-income, and evaluation of their aggregate shares of

62
I. M. Labovitz, "Federal Assistance to State and Local Governammate,"

in Tax Institute of America, Yederal-StateLocal 'Fiscal Relationahips
(Princeton, 1968), pp. 29-30.

69
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Federal aid on this basis, may omit factors that are crucial
for policy assessments...."

Federal aid to public schools is channeled through a wide variety of

programs administered by numerous different Federal departments and agencies.

In all but a few programs the funds are paid to the states, which then dis-

tribute their allotments to individual districts or to programs operated by

the state education departments. Every program has a nutber of "strings"

attached. In order to qualify for Federal aid money, state and local govern-

ments must satisfy specific conditions written into the law, and the states

usually must contribute funds from their own sources according to matching

requirements that vary from program to program. Under any particular grant

program, the distribution of funds among the states depends upon whether

(and how) measures of needs, capacity and effort enter the allocation pro-

cedure, as well as the nature of whatever strings may be attached. A

brief review of the major Federal aid programs applicable to public schools

will illustrate the differences in purposes and allocation procedures. .

(1) Elementary and Secondary Education Activities. Most Federal

assistance under this heading comes under provisions of the Elementary and

Secondary Education Act (ESEA) and the National Defense Education Act (NDEA).

The major part of ESEA is Title I, under which payments are intended to

'support programs concentrating on meeting the special needs of educationally

dapriyed children. Grants are dispersed according to nutbers of pupils from

low-income families and state average spending levels, on terms that give

soma extra assistance to poor states and that provide incentives for in-

creasing current expenditurea per pupil. The most important section of NDEA,

(Title III), provides funds to subsidize development of curricula in par-

p. 29.

7o
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ticular subject areas; grants are allocated partly in inverse proportion to

the state average income per school age child. Although these provisions

of ESEA-I and NDEA-III are designed to yield same equalizing effects with

respect tc income, other grant programs under this heading reflect only

limited Congressional intent to distribute funds on an equalizing basis, or

none at all.

(2) Maintenance and Operation of Schools in Federally Affected Areas.

Federal money distributed under this program (P.L. 874) is intended to

assist local education agencies in areas where Federal acquisition of pro-

perty has reduced local revenue potential and where education must be

provided for "Federally-connected" pupils--lugj, primarily in towns hosting

defease installations or other government facilities. The allocations are

unrelated to local wealth but are designed to compensate for the tax ex-

emption of Federal property. About fourteen states offset part of Federal

funds under P.L. 874 in calculating state equalizing aid for the affected

districts, a procedure that implicitly capitalizes tha Federal payments to

represent the value of exempt property.64

(3) Vocational Education Assistance. Some of the earliest Federal

programs of aid to public schools wera designed to encourage development

of vocational education activities. These typically provide minimum flat

64ACIR, State Aid to Local Goverwm_., p. 39. School districts' state
aid allotments are adjusted for P.L. 874 receipts in every New England state
except Connecticut and New Hampshire. In 1968 a Federal court enjoined the
Virginia practice of deducting half of a.district's P.L. 874 funds from the
state aid allotment to which it is otherwise entitled. See E. E. Reutter,
Jr., "The Legal Element in School Finance," in Interdependence in School
Finance...1 p. 57.

71
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grants for state programs in specific occupational categories, or allotments

distributed according to certain population or employment characteristics,

in either case with no regard to the state's fiscal capacity. The

Vocational Education Act of 1963 introduced desirable reforms by relaxing

categorical restrictions embedded in curlier programs and allocating

additional funds on the basis of population by age group and inversely to

per capita income.

(4) School Lunch and School Milk Programs. Federal funds are

allocated according to schools' participation in the subsidized lunch and

milk programs. The states must pay a fixed 75% of the costs unless state

income per capita is below the national average; the Federal government

may also provide special assistance to sLhools located in poor economic

areas.

The Federal aid that each of the New England states received in 1968

under each of these headings is shown in Table XI. In addition to the

Federal aid distributed through these major programs there is a bewildering

array of other available grants. One guide designed for school administrators

lists 232 specific grants for which individual public schools may qualify,65

many of them little known and involving only small amounts of funds. Since

the Federal contribution to public school finance flows through such a maze

of diverse channels, it would be surprising to find that the resultant

pattern of distribution shows significantly equalizing tendencies. However,

Congress has evinced FA increasing concern for equalization, and the

pattern of Federal aid distribution across states has become relatively

65Howard S. Rawland and Richard L. Wing, Federal Aid for Schools
(NY: Macmillan, 1970).
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more equalizing over the years."

A recent study exandned the relationship between state income and

Federal aid per school-age child for seven different Federal public ochool

aid programs. 67
Rank correlation coefficients were calculated to test for

equalizing effects, which would be indicated by large negative coefficients.

The results were mixed, reflecting differences in program design and in-

tended effects. Some programs showed no equalizing effects (e.A. P.L. 874

funds) or even anti-equalizing effects, but in other cases built-in equal-

ization features did appear to be effective; the test yielded rank correlation

coefficients of -.72 for vocational education fundo and -.96 for payments under

NDEA-III.

For funds distributed under ESEA-I, the coefficient was -.64. The

equalizing effects indicated must result from a correlation of generally

low income levels and number of Children from low-income families (tha pri-

mary basis for allocation). AB a result of 1967 amendments, ESEA-I fundo

should have more significant equalizing effects today.

Even in those few programs where Federal public school aid is dis-

tributed among the states in a partially equalizing nanner, there is no

assurance that equalization at the local level will not be vitiated by the

intra-state allocation of funds." Federal program specifications do not

deal with the problem of equalization among school districts within states.

66
James A. Maxwell, "The Equalizing Effects of Federal Grants,"

Journal of Finance (Hay 1954), pp. 209-10; ACIR, The Role of Equalization
in Federal Grants (Waahington, 1964), pp. 63-5; and I. M. Labovitz,
"Federal Aasistance to State and Local Governments," pp. 31-33.

67
Unpublished study cited by S. Korn klexander, "Trends and Issues in

School Finance," Interdependence in School Finance..., p. 154.

"For an early discussion of this important problem, see Byron L.
Johnson, The Principal of Equalization Applied to the Allocation of Grants-
in-Aid, Bureau of Research and Statistics, Federal Security Agency, Social
Security Administration (Washington, 1947), Appendix A.

74
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This problem is illustrated by the results of a recent study of the dis-

tribution of Title I funds under ESEA. Although the inter-state allocation

appeared to be moderately equalizing, there was no significant relation-

ship between per pupil aid and fiscal capacity of the recipient school

districts. The author correctly pointed out that the funds allotted to

the state could be used more effectively and equitably to further program

goals if the intra-state distribution of funds were inversely related to

local wealth. 69

The distribution of Federal aid per pupil among school districts within

the New England states is described .by the statistics in Table XII. The

average and median levels of Federal aid per pupil vary widely from state

to state, but the figures show an.even greater variation within stntes, and

some districts receive no Federal money at all.. Furthermore, except for

Maine, there is no significant relationship at all between total Federal

aid per pupil and school district wealth as measured by equalized valuation

per pupil.

These facts are about what would be expected given Cite diversity in

objectives and desidn and the large nuMberafFederal programs available to

public schools.. However, to an important extent the variation in per pupil

Federal aid among school districts.la an.unfortunate, unintended and un-'

desirable tesult of tha complexity and excessive categorization of existing

Federal programs. Full participation in tha available Federal programs en-

tails considerable sdminiitrative burden. Districts thet know the ins

0910yron L. Anderson, "A Financial Analysis of Title I, Public Law 89-la,

and.thelorantion of Defensible Federal Financial Aid Distribution Plan,"

Interdependence in.Aellool IllgeOce..., pp. 192-5. The study of intra -state

allocation used data froa:Indisna,
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and outs of "grantsmanship" can benefit while others, lacking access to

this specialized knowledge, suffer by virtue of an "information gap" that

means loss of potential Federal aid. These problems have been documented

by a recent survey which found, among other things, that Federal aid per

pupil tends to be lawer in smaller districts, and districts that employ a

full-time Federal aid consultant participate in more different programs and

receive greater amounts of total Federal aid per pupil. The study concludes

that the "evident ability of some suburban districts and some large city

districts to obtain significantly more aid than their counterparts...can

only be ascribed to aggressiveness, perseverance, creativity and awareness

of the administrator or administrators assigned to obtain Federal aid."

The survey results suggest that districts employing a full time Federal

grant administrator receive, on the average, 32% more Federal aid per pupil."

The Rube Goldberg compler of Federal grants has been the subject of

considerable criticism lately. There appears to be growing support fnr re-

form, which could be accomplished fairly easily by consolidating existing

programs, simplifying application procedures, and providing readily accessible

information on what prograns are available.
71 Even much needed changes such

as these, however, would not go very far toward relieving even inter-state

disparities in educational opportunity. In order for the Federal government

"Howard S. Rowland, "Survey of Federal Aid Received by Individual
School Districts During 1968-69 School Year," (available fram.the Macmillan
Company, New York, N.Y. 10022).

715ee ACIR, Fiscal Balance in the American Federal System, Vol. 1
(Washington, 1967), Chs. 2.And 5: and Hon. William V. Roth, Jr., "The
Federal Establishment: Some Needed Reforms," Tax Foundation; Inc., Tax
Review, Vol. XXIX (August 1968), pp. 33-6. For a general review of Federal
prograns for public schools, see Garvue, Modern Public School Finance,
Ch. 10.
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to play a meaningful part in pursuing this objective, many educators

believe that the present categorical grants must be supplemented by even

larger amounts of Federal funds in the form of general aid distributed on

an equalizing basis.72

The call for Federal general, aid to public education is nothing new.

General aid, as opposed to specialized programa, was recommended in 1931 by

the National Advisory Committee on Education (Hoover Commission), reflecting

a sentiment that began to grow after World War I. Many different forms of

general aid bills have been proposed in Congress, including recently some

variants of revenue sharing proposals'which would earmark shared revenues

for public education. The debate about Federal school aid was bogged down

in political issues involving fears of Federal control, controversy over

segregated school systems, concern about private schools and sensitivity

regarding any specific allocation method proposed;73 concern over these

issues intensified whenever general aid proposals were debated.

The passage of the Elementary and Secondary Education Act in 1965

was hailed not only as a new source of substantial financial support for

72
See the statement by NEA president George D. Fischer before the

General Subcommittee on Education, House Education and Labor Committee,
November 12, 1969, pertaining to hearings on H.R. 10833 (NEA Release).

73
See F. J. Munger and R. F. Fenno, Jr., National Politics and Federal

Aid to Education, (Syracuse: Syracuse University P.....ess, 1962), and Federal
Role in Education (Washington: Congressional Quarterly Service, 1965)-1717
a review of the political battle for Federal aid to education. The power-
ful lobby against general Federal school aid has included the U. S. Chamber
of Commerce, National Aasociation of Manufacturers and Daughters of the
American Revolution. Opposing "any grant by the Fedural government to all
states...for education purposes," President Eisenhower warned.that "...unless
we are careful even the great and nacesaary.educational processes in'our
country will become yet anotI.: vehicle by whicluthe believers in paternalism,
if not outright Socialism, will gain still additional power for the 'central
government."
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public schools but also as a major step in the direction of general aid:

local school .systems were given unprecedented leeway in planning and ex-

ecuting their own Title I programs, subject only to state approval and

broad Federal guidelines. A recent examination of Title I programa un-

covered many examples of grave misuse of funds and arrived at the pessimistic

conclusion that "with few exceptions, the States lack the ability to administer

competently programs in a manner faithful to national policy.
u74

Advocacy

of more general school aid from the Federal government implies confidence

that state and local authorities will employ the funds for sound purposes

in keeping with national objectives. The unfortunate experience with

Title I funds in some areas hardly inspires confidence.

There is much that the Federal government could do to relieve existing

disparities in public school spending and tax burdens, not only among, but

also within states. Action is needed to direct Federal aid to those areas

where present needs are greatest, either by revision of existing programs

or introduction Of new ones. If the Federal government is to play a meaning-

ful role in equalizing educational opportunity it must make a much larger

financial commitment. In a broader context, there is growing recognition

that "...the Federal government cannot carry mit its responsibilities for

the general welfare, and its responsibilities under the Employment Act of

1946 for growth, for maximum employment, production and purchasing power,

without investing more in elementary and secondary education.175

74Title I of ESEA: Is It Helping,Poor Children? A report by the

Washington Researdh Project of the.Southern Center for Studies .in Public

Policy and the NAACP Legal Defense and Educational FundvInc., (1969),

p. 80.

"Walter W. Heller, "The Economic 6 Fiscal Outlook," in Trend* in
Financing Public Education, p. 20.
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VI. PROPOSALS FOR REFORMING PUBLIC SCHOOL FINANCE SYSTEMS

Local governments, which suffer the consequences (or reap gratuitous

benefits) of the present inequitable methoda of public school finance, are

essentially powerless to change the system.. Unless the higher levels of

government take action to reform the system disparities in the local

financial burden of public education will persist and, most importantly,

children in unfavored locations and socio-economic positions will continue

to be the victims of unequal educational opportunity.

The preceding sections make clear that there are many possibilities

for reform open to both the Federal and state governments. A frontal attack

on the current problem could involve a package of policy changes.involving

total amounts of intergovernmental aid, the structure of state and Federal

public school aid, as well as broader changes affecting government organ-

ization and the distribution of functional and fiscal responsibilities

among the Federal, state and local levels. Much of the current interest in

reforming public school finance systems - -and intergovernmental fiscal

relations in general - -has been inspired by increasing concern about poverty

and growing awareness of the particular problems of the cities.76

Fiscal disparities within metropolitan areas have been well documented.77

76
For suggested policy changes see Norman Beckman, "How Metropolitan

Are Federal and'State Policiel?".Revenue:Sharing.and_iteAlternatives,
.

Vol. /I, pp. 1007-1021, and ACIR, Fiscal Balance in the American Federal
System, Vols. 1 and 2:'

77See particularly ACIR, Fiscal Balance..., Vol. 2, including case
_

studies:of twelve'metropolitan-174;7(A7Ral370); Alan K.. Campbell and
SeymOur Sacks,'Hetropolitan America:.:Fiscal2Patternvand. Governmental
Systees:(NY: The.Free Press, 1967);.and for emphasis.on educational
dimensions, Seymour Sacks and David Ranney,:The Allocation'of Fiscal
Resources to Large City'School Districts (S4macuse: Syracuse University
Pressi.inineocess).1-

80
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The resources of central city governments are being increuingly strained

by burgeoning demands for public services; im many cities the tax base has

actually declined as industry has moved to outlying areas and valuable

property has been removed to tax-exempt status. The contrast between the

economic fortunes of the core cities and their stburbs is quite striking,

and the general picture of fiscal disparities within metropolitan areas

under the present system is exceedingly-gloomy: cities incur much higher

non-educational expenditures than their suburbs; their property tax rates

are generally higher, and school spending per pupil is lower. Yet the

suburbs get more state school aid per pupil in most states. These results .

are all the more perverse because educational needs per pupil are greater

in large city school systems as a result of inner 'city omentrations of

culturally deprived children fram low-incame families. Providing equal

educational opportunity to disadvantaged children requires extra spending

not only'for schools but also for other social services, thus aggravating

the differential burden of au overall program that would equalize educational

opportunities. State aid formulas discriminate against the cities.because

they neglect entirely or fail to compensate adequately for the added burdens

of non-educational spending and the greater educational needs of the urban

student population; some'Federarprograns operate in the right direction,,.

but present funding is not nearly adequate'against the magnitude of the

problem.

.A major political commitment will be required to reform the present

public school finance system. "The present allocation oftesources'/Tor

public schoo4r may reflect the-distribution of 'political power in'
. , _

Aserican society;.but it does.aot mate!: the'dietributio&of need.7.7.

78Campbell, "Inequities of School Finance," p. 48.

81
68-412 0 - 72 - pt. 16 13-2 - 6
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Disparities in tax rates and school spending appear most dramatically in

city-suburb comparisons, but they are just as pernicious in the general

context of the present system. In fact, fiscal disparities among suburban

towns in many metropolitan areas are quite severe and appear to be in-

creasing over time.79 The school finance problem has reached crisis pro-

portions even in locations that are isolated from the exacerbating social

and economic difficulties of the cities.'" Any of the various proposals

discussed below would contribute in some way to reduction of present in-

equities.

More Equalizing State Aid. Defects of present state school aid systems

have been described above; rather than reiterate the shortcomings of actual

systems, ttla most promising approaches to increased equalization will be

summarized briefly here.81

Full equalization would, of course, be attainable under an unconstrained

percentage equalization plan. Such a system could also preserve incentives

and a maximum degree of local control. However, experience to date, together

with analysis of hypothetical systems, suggests that implementation of per-

centage equalization in a truly effective "pure" form is unlikely.

. 79See G. Alan Hickrod and Cesar M. Sabulao, increasing Social and
Economic Inequalities Among Suburban Schools: A Study in.Educational
Administration and Finance (Danville, Ill.: Interstate Publishers, 1969), a
study,for the U. S. Office of Education.

80
As a striking example, CBS News documented the case of Fremont, Ohio,

a town where local property taxes are among the lowest in the Nation and the
schools were closed because voters failed to approve xlevy to provide
operating funds ("The Day They Had to Close the Schools," cap Reports,
January.27, 1970)..

81
For detailed recommendations for. reform within present state echool

aid systems, see AC1R, Metropolitan Social and Economic Dispartties: Im-
plications for Intergovernmental Relations in.Central Cities and Suburbs
(1965), pp. 125-126; and ACIR, State Aid to Local Govermment, Ck. 3 and
p. 20.- .
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Perc.ntage equalization is one specific method of eliminating the

present tie between local wealth and school spending, but mere generalized

solutions are possible. One particularly appealing proposal combines the

virtues of simplicity, flexibility and a complete elimination of wealth-

connected disparities in local tax effort and educational spending while

at the same time completely preserving local decision-making and control.

This proposal is labeled by its proponents "district power equalizing";

under the proposed system, a district's educational spending ill made a

function of local effort alone:82

...Power equalizing is a commitment by the state to the
principle that the relationship between the effort and the
offering of every district shall be the same irrespective of
wealth, and that the district shall determine the effort (with-
in appropriate limits if the state so desires).... Like the
present system, power equalizing contemplates that districts
will shape and value education differently and, therefore, that
the offerings throughout the state will differ. Local incentive
is stressed to the exclusion of the incompatible value of state-
wide equality of offering.

The power equalizing plan could be implemented in a variety of ways, as its

authors suggest. For example, it would be attained if the state simply

specified a schedule relating local tax effort and school spending levels.

To the extent that any district's revenues at a given tax rate do not match

the corresponding scheduled expenditure amounts, the state would make up

the difference in cases of shortfall or require payments to the state in the

event of excess local collections. Therefore, no deviations from the tax
. . .

rate-expenditure schedule would be poesible. All communities would be free

to decide how much to spend on their schools, and thosewith low valuation

per pupil would suffer no disadvantage. The state could specify a tax rate -

expenditure scheduleof'any'fori at all, 114. it could provide strong in-

82
. Coons, Clune and Sugarman, Private Wealthand Public Education, 6.

83
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centives for spending up to some level and reward additional spending beyond

that level with relatively less assistance from state funds.

Current trends suggest that, short of any comprehensive reform, it is

likely that states will choose to make their present systems more "sophisticated,"

as many have begun to do, by adding increasingly complex weighting pro-

cedures to reflect differences among districts in fiscal capacity, non-

educational spending burdens, and educational needs. A detailed plan for

reforming state school aid and eliminating community disparities in

educational opportunity has been proposed by the ACIR.83 The four-part

plan consists of (1) a "Basic Program" to provide a minimum per pupil

spending level, financed by county-wide property taxes on an equalized

base, supplemented where necessary by state funds and redistribution of

excess local collections; (2). an "Educational Improvement Program" for

expenditures up to twice the minimum level, with state aid.supplementing

local revenues on a strongly equalizing basis; (3) a "Special Educational

Needs Program!' guaranteeing state aid to pay the costs of.legitimate

special spending requirements and (4) state assistance to districts Irith

below average equalized valuation per pupil for the purpose of partici-

pating in certain Federal programs requiring local funds.

Such a program has considerable appeal. To be effective, it vould

require a generous state aid commitment; without sizable increaseS in state

funds, even the most excellent moaificatinn of existing state aid programs

would fail to yield significant equalization.

,83.ACIR, "Fiscal Measures for Equalizing Educational Opportunities-for
Economically and BOcially Deprived Childrei,". in 1968"State'Lealilative
program (1967).

84
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Consolidation of Small Districts. Disparities in school district

wealth (equalized valuation par pupil) tend to be greater the smaller the

size of the districts. Consolidation of small districts not only promotes

more efficient operations but also reduces variation in local tax effort

and school spending levels since needs and resources are ordinarily more

homogeneous across jurisdictions encompassing larger geographic areas.

Political resistance to district consolidation stems partly from obvious

selfiehmotives: if two districts merge the operation and financing of

their schools, the wealthier district residents might expect some increase

in their own tax rates as some of their resources go to.support education

of their less prosperous neighbors' children. This is a particularly

ticklish problem because wealthy suburbs have in many cases gone to great

lengths, through restrictive zoning and other practices, to create low -

tax enclaves. States may offer financial incentives to promote consolidation,

but at the same time school aid systems as presently constituted tend to

perpetuate small districts. If a state is to make much progress along this

front, it may be necessary to compel consolidation. Disparities in pUblic

school finance are aggravated by the existence.of numerous small school

systems in the New England states. Here the problem is complicated because

of the relatively large number of "dependent" school systems operated as

r.
adjuncts of town governments

.84

84See U. S. Bureau of the Census,-1967 Censusof Governments; Vol. 1,
Governsental Organization (1968), pp. 3-4, 6 and Table 13. In.Havaii, all

schools are staterdependent:.the state government assumes full functional
and' financial responsibility; this is consolidation carried-to the ultimate
level.* In Maryland, school systems' are all adjuncts of county government.

The dependent situation of many New England schools creates problems in
making financial comparisons because municipal governments provide some
services that would otherwise be charged explicitly to the schools. Sae
Massachufetts Advisory Council on FAucation, Massachusetts and Its Support
of the Public Schools, MACE Report 1-67 (1968), pp. 20-24.
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ax

expansion of-taxing districts would ameliorate the present inequalities in

Broadening the Geographic Base of Property-T Support. Any geographic

school tax rates and spending levels that stem from disparities ia local

wealth. Movement to county-wide or regional taxing districts would promote

more equitable school flume, and local control could easily be preserved

within such a system. An areawide plan.could be iaplemented by setting a

uniform tax rate to finance a target per pupil spending level and permitting

localities to impose supplementary taxes to underwrite a program above the

areawide standard. This approach to equalization 'WA particular appeal as

a means of reducing disparities within metropolitan aress.85

Broadening the property tax base to encompass the entire state, as in

Models I and II analyzed above, would of course produce even greater equal-

izing,effects. Historically, the states have yielded.the property tax.base

to local governments, but it is within their power to reclaim it for such a

program. The plan would resemble a foundation -typeprogram with a target

spending level guaranteed and finanied through redistribution according to

need of the revenues generated by a uniform local tax rste.plus supplementary

state funds. The degree of actual equalization in.the final result would

depend on the level of thevqoalized spending target and the nature of provisions

for state aid to districts that spend more than theprogram amount. If the

equalized program level is too low, or if the redistribuiion procedure fails

.45For description of a comprehensive plan to Implement this approach,
including draft legislation, see ACIR, "Metropolitan Educational Equal-.
ization Authority,. in ACIR State Legislative Prouveri.new Proposals for-1969
(1968)... The.ACIR has also recommended.steps that the Federal gavernment
could take to.encourage and.aisist metropolitan educational arrangeamnts;
see FisCal Balance..., Vol. 2, pp. 11-12.

Z.) 0
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to account adequately for differential needs, the equalization objective

will be compromised.

State-wide pro7erty tax financing has been proposed in several states,

including Vermont and Maine.86 The specific propocials differ considerably

in detail, but all would offer significant gains over the present systems.

A state-vide property tax plan has been proposed for Michigan by Governor

Milliken as part of a comprehensive reform program for the public school

system. Under this proposal, the state would determine reasonable operating

costs for the public schools and would pay 100E of the bill for each school

district, supplementing the property tax yield with funds from general

revenues. Local districts would be permitted to levy property taxes for

supplementary spending, and the state would provide generally equalizing

aid for this purpose, but additional spending financed by this means would,

be strictly limited.87

An interesting compromise suggested for Ohio (but not adopted) would

represent a major advance but illustrates the tenacity of the advantage

accruing to wealthy districts. Spending would be equalized up to a fairly

high level, and equalizing grants would be provided to support supplementary

spending by districts.up. to an "average" level of wealth. Richer .than

"average" districts, 'while not qualifying for supplementary grants, would

86See o Beyond State Aid," speech delivered by former Vermont Governor
Philip H. Hoff, January 30, 1968, in support of 0.535; and Charles C. Sutton,
"Plan Would Aid Poorer. , Schools," Portland (Me.) Press Herald, December 11,
1968. An early proponent of state-wide property tax financing vas Lynn A.
Stiles of the Federal Reserve Bank of Chicago.

87See Citizens Research Council of 'Michigan, "Analysis of tha Covernor's
Educational Reform Proposals," *wreath= No...2l3 (November 1969). The
Michigan proposal is based largely on the work of J. Alan Themes; see his
report School Finance and Eduastional-OpPettanitt in Innhilln. (Lansing:
Michigan Department of Education, 196g) and "Mederalsing Stets School Mance
Promos: A State Systme.to Equalise the DIscrIbution:of.ltucatIonvi:-.1n... .

Interdependence In School Flnance...,. pp. 34-42.
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retain an advantaged position because they could still raise any amount of

additional dollars per pupil at a lower tax rate than the district of

"average" wealth.88 This type of compromise may be necessary to obtain

political approval.of a reform proposal. Even with constraints more damaging

than this one, a state-wide property tax scheme would yield substantial

equalization benefits. For example, the modest plan proposed far Vermont,

if enacted, would have reduced the ratio of maximum to minimum effective

school tax rates from a factor of approximately 34 to a factor of 3.

Once a state-wide property tax plan is adopted, the prospects for general

relief of local property tax burdens would be enhanced;.this could be

achieved over time by gradual increments in the state share of program costs,

with uniform reductions in local tax rates. The plan would capture revenues

from property values now locked up in low-tax enclave's and would have positive

side-effects, for example, in rationalizing land-use patterns: a move to

state-wide (or, generally, areawide) property taxation "could shrink to the

vanishing point the 'leverage effect' that increments to the tax base can

exert upon property tax levels, and by this means virtually eliminate in-

centives to influence the landscape with an eye to-taxes and school enrollments. 1189

State Take-over of Public School Costs. There is widespread support

for state assumption of a much larger share in total public.school expend-

88This Ohio proposal is described in Wise, Rich Schools, Poor'Schcols,
pp. 204-6, citing Stephen K.-Bailey, et al., Achieving Equality of-Educational
oportunity, (report for.the Ohio Foundations, Hay 1966).

89Lynn A. Stiles, "Relative Federal, State, and Local Responsibility.

in Education," in Federal-State-Local Fiscal Relationships, p. 226.

b t)
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itures, particularly as a means of easing the urban financial crisis." In

Hawaii, where the usual tradition of local school support never existed, .

the state exercises full functional and financial responsibility for schools.

A more modest plan, which would call for complete state financing of public

education while retaining local policy-making and control, WAS advocated by

James B. Conant in 1968 and has won widespread support among educators.91

Conant argued that "public education in the states would be greatly improved

if educational decisions at the local level could be completely divorced

from considerations of local taxes." His proposal was "radical" in that he

recommended complete elimination of local tax support for schools,92 and he

recommended state financing through broad-based taxes rather than the property

tax. He argued that severing the tie between local control and local

finance was not only desirable but even necessary to insure provision of

public education at a high standard.93

The goal of complete state assumption of financial responsibility for

schools has already been approached in North Carolina, Delaware, New Mexico

and Louisiana (in addition to the unique case of Hawaii). Substitution of

broad-based state taxes for local sdhool taxes has great appeal in terms of

overall equity in state-local tax structures. In supporting this proposal,

"See the statements by a panel of urban experts in "Financing Our
Urban Needs," Nation's Cities (march .1969), pp.. 30-32.

--91Conant presented his proposal at.the 1968 meetings of the Education
Commission of the.States. Attitudes revealed by.a poll of school administrators

are reported in "Conant State Finance Plan.Gets Qualified Approval,"Ilation's
Schools,:Vol. 83 (January 1969),Pp.. 70771..

92James E.Allen,..Jr., "The State, Educational-Priorities, mud Local
Financing," Integrated Education,'Vol.,VI (September-October 1968),.p. 56.

93"For many years,,I. advocated,local financing,as,a necessary asiurance

of local control. I have now reversed.my position. I have come to believe

that the financing of the education of our American children is too import-
ant to be left to the mercy of local electorates"--"Conant Comments on this

Month's Poll," Nation's Schools, Vol,83 (January 1969), p. 71.

sa
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the ACIR notes that

Budgetary considerations may dictate a somewhat gradual
rather than immediate substitution of State tax dollars for
local property tax receipts. However, there is evidence to
suggest that perhaps as many as 20 or more states could assume
responsibility for substantially all public school financing
if they made as intensive use of personal income.and sales
taxes as the "heavy-user States" now make on the average.
When viewed alongside the potential decrease in the local
property tax, State assumption of financial responsibility
loses its idealistic cast and takes on.the appearance of a
realistic and equitable readjustment of the total tax burden.94

The local property tax would remain as the dcmdnant revenue source for

local non-education services, and for whatever school "enrichment" such a

plan might permit to local districts (the ACIR proposal.would strictly

limit local supplementation to a maximum 10% of state outlays, a compmmidse

in contrast to Conant's complete prohibition). Relative relief would there-

fore be greatest in jurisdictions with low proportions of non-educational

to total local expenditures.95 A plan to right the balance somewhat has

been proposed and has received prestigious support; this plan calls for com-

bining state assumption of educational costs with Federal take-over of welfare

costs. This scheme would release substantial state funds that could be used

to support education and would focus additional local tax relief in the core

cities, where relief is most urgently needed."

94ACIR, "State Financing of Public Elementary and Secondary Schoola,"
ACIR State Legislative Program - -New Proposals for 1970 (1969).

95For an example of the quantitative relief that would result town by
town, see calculations based on a proposal for Massachusetts, in William
Cooper and William Greenwald, "State-School Takeover Would Shift Taxes
Spectacularly," Boston Sunday Herald'Traveleri September 1, 1968, Sec. 1. p. 33.

Polic:: Vol. XXXV/

ACIR, State
Responsibility for

garding the fiscal

Aid to Local Governmint; and Mabel Walker, "Financial
Education a&TiOriii7,11. Tax Institute of America,'Tax
(April 1969). The ACIR report contains calculations re -
feasibility of such a system (Ch. 2).
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''See the susmary of proposals in Maureen McBreen, "Federal Tax Sharing:

Historical Development and Arguments for and Against Recant Proposals,"

Revenue Sharins and Its Alternatives, Vol. II, pp. 730-735.

9811.R. 10833. For arguments in support of the bill on pertinent
statistiCi,:see.Gaorge D. Fischer, statement cited in footnote 72.
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Federal Block Grants for Public Education. Over the past few years,

Congress has shown increasing interest in Federal "block" grants to the

states, in the fors of either completely general purpose grants or untied

aid for broad functional categories.. Several "Tax Sharing for EducatiOe

Acts" have been proposed, reflecting concern specifically for increasing the

Federal contribution to public education.
97 ,In early 1967, the "Quie amend-

sent," which would have converted the entire elementary and secondary

education progtam to a block grant basis, WAS introduced but failed to pass.

.Hearings were.held recently Con a broad new proposal for general educational

aid, "The. General Education Assistance Act of 1969," a bill sponsored by

the NEA49 8 Advocates of this proposal identify several desirable features:.

it.wyuld be simple to administer; it.would not involve an increase in

-Federal control over local-sChool operations; and it would focus Federal

money on aid-to.local school budgets. Funds would be allocated in two parts.

"Basic "grants" would be distributed to states on the basis of school-age'

population, and thisixoney would be.supplemented by "equaliiation grants"

allocated aciording to the proportion of "low-income" students in each state.

Approximately one-third of the total funds would be devoted to this latter

explicitly equalizing provision; this feature of the bill yields very sub-

SI

.. "..
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stantial equalizing effects across states.99. Providing amounts ranging

from $114 per pupil in Nevada to $230 per pupil in Mississippi, ihe measure

would require funding of $7.8 billion. In its support of the general aid

bill, the NEA argues that categorical programs alone cannot adequately meet

the pressing needs of public schools, and a massive additional outlay of

Federal funds is required in order to achieve significant educaticmal pro-

gress. In'the face of recent actual and proposed reductions in Ftderal

support of elementary and secondary schools100, the prospects for new funding

at the proposed magnitude do not appear hopeful.

Congress has recognized the dominant position of educational expenditures

in thtexisting and projected total budgets of state and local governments.

To an important extent, therefore, revenue sharing plans and general aid

to public schools are potential rivals for the Federal purse. "In fact, it

wae the absence of any Federal program of general aid for education which

provided considerable impetus for the revenue sharing idea in the'early

1960 Is.11101
The current Administration revenue sharing proposal would pro-

vide some aid to public education, indirectly by increasing state general

revenues and directly by guaranteeing,at least some funds tO all local

99
The impressive equalizing effect of setting aside a portion of uncon-

ditional grant funds for distribution to low-income states was demonstrated
by James L. Plummer, "Federal-State Revenue Sharing," Southern Economic
Journal, Vol. XXXIII (July 1966), pp. 120-126. Using 1964 data, Plummer
found a correlation of -.274 between state per capita personal income and
allotment under a revenue sharing plan based on population and tax effort.
If 102 of the funds are set aside for supplementary aid to the poorest 17
states.the correlation:becomes -.708..

See "REA Charges.Nixon'Anministration Reneged on Campaign Pledge to
Nation's Teachers" (NEA Release, November 12,- 1969).

.

R.:.Robinson, "ReVenue. Sharing and Creative FederalismSees
Perspectives" Federal-State-Local Fiscal Relationships, p. 152..
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goverment units. In contrast to earlier bills, the Administration proposal

would have minimal equalizing effects in its allocation among states. Since

the amounts involved (estimated total distribution of $5 billion by 1976)

would be only a drop in the state-local revenue bucket,102 this specific pro-

posal would not appear to be a satisfactory substitute for increased aid to

education, and proponents will certainly continue to press for a bill such

as the General Education Assistance Act. Several points will undoubtedly .

arouse particular Congressional concern. It is reaionable to anticipate

efforts to build in revenue maintenance provisions designed to prevent sub-

stitution of tax relief for educational improvement, and a debate is likely

on the degree to which funds will be granted unconditionally. Hopefully,

explicit attention will be given to standards for intra-state allocation of

funds.

HOW Can Reform Be Amhieved? The constitutional and financial responsi-

bility for pTovision of public'education lies with the state governments.

The Federal role in public school finance is essentially "ancillary and

remedial in character, even if crucial and extensive."1" Action by the

Federal government to promote equalization between states, or to stimulate

compensatory programs in areas of particular need, cannot be fully effective

until state systems are reformed in such a way that the present dependence

of local school spending and tax effort on local wealth is broken. Short of

a perfectly equalizing state systee,,movement in the direction ofeliminating

..102s0; Presidential statement and articlei in the Nei YOrk Timai,

Auguit.14,:1969, pp. 1, 24-25. The prograwfunds woudd be pertly wasted
beciuie many ltocal jUrisdiCtiom would receive'less than $100 in ellotmants.
The Administration proposal would require intra-state allocation of funds:in
proportion to each unit' ehare in total local revenue raised in the state--
with anti -equalizing ffects.

103Coons, Clune and Sugarman, Private Wealth and Public Education,

Introduction. The authora' full views on this point are presented in Ch. 7.
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existing disparities is of course possible by implementing reforms suggested

above at the state or Federal level. However, these would only bepiece-

meal Changes unless the state adopts.a fully equalizing public school finance

plan such as "pure" percentage equalization. On this'score the record of

the states does hotencourage hope, and'it appears likely that legal action

will be required:

'...Thepressures for full equality of educational opportunity
have always been strong; the governments of the states have long
been urged to fulfilltheir 'cousitment to' public education. But
the pressure has always been diverted by deft and frustrating
,political compromise that is probably the most that can be expected
in the absence of judicial intervention.104

A legal attack on existing state public school finance systems could be

based on the Fourteenth Amendment "equal protection" clause of the Con-

stitution. The argument, in essence, would consist.in showing that state

systems yielding the result that within the state a child's education depends

on the wealth of his community are unconstitutional. Beginning in 1968,

unprecedented legal actions have been taken against state public school

finance systems on "equal protection" grounds. None of the suits has been

successful to date, but it has been argued quite cogently tia"t a case gpdSst

a state system could be won if a proper approach is taken and an intelligible

judicial remedy suggested.105

104
Ibid., Ch. 5

. 19For discussion of the "equal,protection" argument applied to public
school provision, see references cited in Footnote 5 and discussion in Daly,
The Quality of Inequality.... A comprehensive legal rationale and proposed
judicial remedy are developed by Coon., Clune and Sugariatz in Iducational
Opportynity....". and Private Wealth.and Public'Sdncationl Part,IIIi: Actual :
court.challenges are described.in Ibid., and ACIR,.State Aid to:Local'Govern-

.

summt, Pp. 43-44.
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ADDENDA

. (1) All the above discussion has been limited to consideration of the

public school finance problem in its various guises and the nature of reform

in the system that could positively.affect equality of educational oppot -

tunity. Of course,..achievement of...this much broader objective is impeded

-by a multiplicity of non-financial problems as well, such as inhibiting

.organisational structures and.other.inherent rigidities. .Hany critics of

present public education have suggested that new.alternatives are needed, .

thateducational opportunity could be.vastly improved in a system permitting

a variety of schools to flourish in competition.with public education. The

concept of a competitive education market was originally.propounded by Hilton

Priedman.106 The financing of such systems eould be arranged.by some form

of direct govermment grants to parents (or to the school of their choice).

Such a radical restructuring of elementary and secondary education goes beyond

the context of this study, and the idea.will not be pursued further here,

except to note that it is possible to devise financial arrangements that

106rThe Rola of Government in Educetion," in Robert A. Solo (ed.).
Econaics and the Public Intereal; (New Brunswicks.Rutgers University Press,

1955), pp. 123-144. See also Kenneth B. Clark, "Alternative Public School
Systeme, Harvard Educatonal !atm, Vol; 38 (Winter 1968), pp. 100113,
and Christopher,Jencks, "I. The Public School Obsolete?" Public Interest,
No. 2 (Winter, 1966), pp. 18-27.
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would provide family payments on a fully equalizing basis.'"

(2) It is interevting 'to speculate on the.possibility of cumulative

effects resulting.from any significant reform of present school finance

systems. The literature on the incidence of the property tax suggests a

tendency for property taxes to be capitalized and therefore reflected in

property values. Also, many observers have suggested that residential pro-

perty values tend to be higher, .ceteris paribt_A, in communities where schools

are known to be of relatively high quality: In a recent cross-sectional

regression study, Wallace'E. Oates reported results that support both of

these hYpothesizedrelationships:

...Local property values bear a significant negative
relationship to,the effective tax rate and a significant positive
correlation with expenditure per pupil in the public schools.
The size of the coefficients suggests that, for an increase in
property taxes unaccompanied by an increase in the output of
local public services, the bulk of the rise in taxes will be
capitalized in the form of reduced property values. On the

107Friedman's system would provide uniform stipends on behalf of every

pupil and would therefore be non-equalizing, as various critics have pointed
out. For description of possible financing arrangements on an equalizing
basis (with respect to family income) see M. V. Pauly "Mixed Public and
Private Financing of Education: Efficiency and Feasibility," American
Economic Review, Vol. LVII (March 1967), pp. 120-130; Henry M. Levin, "The
Failure of the Public Schools and the Free Market Remedy," Tbe Urban
iteview, Vol. 2 (June 1968), pp. 32-37; Coons, Clune and Sugarman, Private
Wealth and Public Education, Ch. 7. Proponents of these systems have argued
that mixed public end private financing would elicit an increase in total
resources devoted to education (see also Wk. Craig Stubblebine, "Insti-
tutional Elements in the Financing of Education," Southern Economic Journal,
Vol. XXXII, Pt. 2 (July 1965), pp. 15-34). Federal legislation to provide
grants to public or private schools on a per pupil basis-has been proposed
(H.R. 776: "School Children's Assistance Act of 1969"). Any of the com-
petitive systems would encounter the still ummesolved constitutional
question surrounding government aid to private schools; see,NEA, The Pupil's
Day in Court: Review of .1968 (1969), pp. 53-56, and Jacob W. Landynski, ,

"Governmental Aid to Non-Public Schools: The Constitutional Conflict Sharpens,"
Social Research, Vol. 36 (Autumn 1969) , pp. 333-356.
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other hand, if a cosmunity increases its rates and employs the
receipts to improve its school system, the coefficients indicate
that the increased benefits from the expenditure side of the
budget will roughly offset (or perhaps even more than offset)
the depressive effect of the higher tax rates on local property
values.108

If equalizing aid to public schools were increased, it seems plausible that

there would be some resultant tendency for property values to rise in re-

latively poor communities where school spending levels would rise and local

tax rates would quite likely fall. Similarly, if a state were to adopt a

uniform state-wide school tax rate, property values could conceivably decline

somewhat (at least relatively) in the "rich" towns where property tax rates

would rise without any necessary offsetting increases in spending levels.

The magnitude of such effects in the context of reforming public school

finance systems is, of course, conjectural and would depend on the nature

of the reform, but any convergence of relative property values resulting

from changes in the distribution of school tax burdens and spending levels

would tend to ameliorate total variation in property tax rates among

comumnities within a state.

(3) It must be emphasized that this report stresses problems in

existing arrangements for financial support of basic current public school

expenditures and proposals for reform designed to bring about a more

equitable distribution of school tax burdens and current spending per pupil

within each state. Refinements, such as accounting for differences in total

ability to 'pay (IA. adjusting for local governments' non-educational public

service costs) and differential need for school expenditures (La. the higher

1011--wallace E. Ostee, "The Effects* of'Pioperty Taxes mId.Local Public
Spending on Property Values: An Empirical Study of.Tax Capitalization and
the Tiebout Hypothesis," Journal of Political Economy, Vol. 77 (November/
Deamber 1969), p. 967. Oates' results are based on data for towns in
northern New Jersey.

68-412 0 - 72 - p1.18 D-2 - 7
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costs of compensatory education programs required to effectively dqualise

educational opportunity) have been mentioned bot not analyzed in depth.

While these matters are. of recognized importance, the need for fundamental

reform of state.systems for financing basic program costs is primary, and

such reforms would represent an important step forward even in the absence

of fine adjustments. Since public school spending looms so large in total

state and local budgets, improvements in this,sphere would contribute

significantly to overall equity in stste-local public finance. ,Moreover,

on non-economic grounds there.is strong. justification for singling out

public education as an area Of special policy concern.109

,

1098ee for example'Coons, ClUne-and. Sugerman,- "Educational OpportuSity...,"
Pt. VIII and Private Wealth and Public Education,. Preface and Pt. II/.,-111-
eluding their.discussion,of "The Equal Sewer Problem."

98
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APPENDIX I

DESOUTTION OF DATA'AND SOURCES*

The data for this studyhave been provided by the State Education

Departments of the several states.** In all instomms, the departments

obtain equalized valuation and asseisment data from the appropriate state

tax authorities; they receive school finance and mndmship data in the

annual reports submitted by the school districts. Although the format .

and the detail of these repOrts vary from state to state, generally the

detail provided is in sufficiently flexible format io permit the con-

struction of consistent data.series.

In order to impose conceptual unity on the data and to insure com-

pleteness, we have utilized an accounting framework recommended by the

U. S. Department of Health, Editcation and Welfare.*** Tables showing the

main expenditure and revenue accounts in this framework are reproduced

on the following paps. We have attempted to view all state data through

this framework and, if a series appeared to be incomplete or zdssing, we

have made appropriate inquiries to the state education authorities for

clarification.

The collection and compilation of accurate and detailed data by

school districts is a relatively recent'phenomenon. Ftirthermore, concepts

*This Appendix was prepared by David H. Swinton and Kathryn L. Holliday.

**The only exception is Connecticut, for which most 'of the data is taken
from a Connecticut Education Association publication. Dom in this case,
however, the datazre derived from state education department. sources. The
figures have been cheCked agatnst state'sourcii to Immure coniidtency with
our definitions.

***Office of Education, Financial Accounting for Local and State School
S stems, State Edhcational Records and Reports Series: Handbook II, 0E-22017
U.S.G.P.O., Washington, 1966). Details of the classification system and its
rationale are provided in this basic source.
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CLASSIFICATION OF RECEIPT ACCOUNTS

REVENUE RECEIPTS
10-40 Series

10. REVENUE FROM LOCAL SOURCES
11. TAXATION AND APPROPRIATIONS RECEIVED

11-a. Taxes Received from School District Levies

11-b. Taxes Received from Local Governmental
Units Other than School Districts

11-c. Appropriations Received from Local Govern-
mental Units Other than School Districts

12. TUITION FROM PATRONS

12-a. Regular Day Schools
12-b. Adult Education
12-c. Other Tuition from Patrons

13. TRANSPORTATION FEES FROM PATRONS

14. OTHER REVENUE FROM LOCAL SOURCES
14-a. Earnings from Permanent Funds and Endowments

14-b. Earnings from Temporary Deposits and Investments

14-c. Net Receipts from Revolving Funds or Clearing Accounts

14-d. Rent from School Facilities
14-e. Rent from Property Other than School Facilities

I4-f. Gifts and Bequests

14-g. Miscellaneous Revenue from Local Sources

20. REVIDME FROM INTERMEDIATE SOURCES

30. REVENUE FROM STATE SOURCES

30-a. State
30-b. Federal Money Received through the State

40. REVERE FROM FEDERAL SOURCES

NONBEVENUE RECEIPTS
50-70 Series

- .

50. SALE OF BONDS

60. LOANS.

60-a. Short-term
60-b. Long-term

70. SALE OF SCHOOL PROPERTY AND INSURANCE ADJUSTMENTS

7078. Sale of Real:Property .

70-b. Sale of Equipment
70-c. Net-Insurance:Recovery,

INCOMING TRANSFER ACCOUNTS
80-90 Series '

.
. .

80. AMOUNTS RECEIVED FROMATHER SCHOOL DISTRICTS IN THE STATE

80-a. Tuition, .

.804. Transportation,. ,

Miscellaneous': : , . ,

90. :AMOUNTS RECEIVED FROM tOmopt DIsi*T4 IN ANOTHER STATE

-90-i Tuition
90-b. TransportatI,A1
90-c. Miscellaneous
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and definitions used at the state level may change from year to year and

new programs may be introduced at the state and Federal levels. Because

of these considerations and the immensity of the data collection task,

we have concentrated on data for one year instead of trying to construct

a consistent set of time series. We thus endeavor to compile consistent

cross-section data for each state in order to illustrate the inter-

district disparities that are the main focus of this study.

Six basic statistics are derived from the data for use in this

study. All other measures used are derived from these six basic statistica.

Their definitions follow:

Current Operating Expenditures (E): All regular day school expenditures

made by the taxing unit on account of residents of the taxing unit less

expenditures on capital outlay and debt service account.

State Share (S): All state revenue contributed for regular day school

expenditures for residents of the taxing unit being educated at public

expense less state contributions to debt service and capital outlay

account.

Federal Share (F): All Federal revenues contributed for regular day

schonl expenditures for residents of the taxing unit being educated at

public expense.

Local Share (L): .All revenues raised by the taxing unit to finance

regular day school expenditures for residents of the taxing unit excludinik

revenues expended on capital outlay and debt service account.

Resident Membership (Pi): The total ner. of resident mils enrolled

in regular day schools for whom the taxing unit is financially respon-
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sible.*

Equalized ValUation (V): Generally, the full market.value of all taxable

property within a district as determined by the state tax authorities.

The first five statistics are all defined on a regular day school

basis. This excludes expenditures on adult education, special manpower

programs, junior colleges,And other "irregular" programs. Included

are expenditures on pupils enrolled for schoolduring regular school hours

and in "regular",school,programs. This includes normal elementary and

secondary programs, vocational,sdhool programs (if operatedlocally),

"special" education programs (programs for:deaf, mentally.retarded, etc.)

and in some:cases summer-school:programs. This.restriction on the data

is made because we are interested in deriving statistics forthe normal

education programs for resident sdhool children. Furthermore, the

incidence of "irregular" or, extra programs across districts is uneven

and data are not always available for these programs at the sdhool district

level. We have also defined these statistics in terms of pupils whose

.
education is, "paid for,by,the.taxing unit." The effect.of this restriction

is to eliminate data for private.school pupils-and pupils educated at; .

the eMpenee of some other taxing unit. "

The school financial statistics utilized in-,the study Occlude 'capital

and debt service charges so that these "Current operating" figures are :

.
-*We have 'used .enrollment figures,in .this study whenever possible

(instead'of the customary attendance or.average.membershinligures).
SChool budgets are considered more closely related to enrollments than

attendance. TUrthermore, data is net generally available to derive
resident basis average daily membership or attendance figures. We also
note that enrollment figuree are likely to have a higher inter- and
intra-state consistency than attendance figures.

fl tri
-L U .t
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not total cost figures. Current operating statistics ixe.used instead

of total expenditure figures in Orderto avoid.the diatortions ciused by

the uneven distribution of capital and debt service expensevacross

districti in any given year. Furthermore, ir is not possible in all

cases to separate capital outlay from debt service expenditures, and

almost never possible to separate caPital and'debt'service revenues it

the state.level.- The current opereting expenditures conCept proVidei a

relatively undistorted basis for inter-district'campariions. While:it

is true that current operating statistics will vark'among districts partly

because of local peculiarities these local-peculiarities are most likely

a more or less parianent feature of the educational finance piCture and

as suctrshould be preserved by aur statiitics.

In the framework 'of the Office of Education handbook mentioned

earlier, total current operating expenditures would be defined As folloeti:

10

E .2: 100 Series + 1400 Series (+1100 Series).
1=1

In practice, the 1100 series is-sometimes partially included

becauswit cannot always be eliminated. Our intention is to exclude 1100

series expenses (expenses for community services) whenever possible becauge

they are not considered a-part of a "normal" regular day School program

for public school pupils.*

*Community services are "additional responsibilities delegated to
the schools aver and above their primary function of providing education."
Office of Education, INE. cit., p. 128.
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Using the formula indicated Above total'current operating expenditures

are easily calculated, for in most instance@ the expenditure accounts are

sufficiently detailed to permit appliCation of the formula.

It is not always so easy to obtain the revenue accounts on a current

operating basis although clearly it is 'desirable to do so for purposes

of symmetry. Generally, total operating revenues cannot be directly

derived from the financial accountingframork. The states do usually

diVide their state aid between capital outlay and debt service and other

aid, however,-and it is possible to obtain total state aid for current

operating purposes by seParating the two :elements,'

S Vital State Aid - State Aid for 'Capital Outlay/Debt Service

It is not possible on the basis of the available data .to separate

local.revenuee into "current operating" and capital outlay/debt service

components. However, we derive a figure for local current operating

revenues by defining total current operating revenue's (R) as the sum of'

itate, Federal and local revenues for curreit,operating purposes,

.R S+F+ L

and defining

R E.

Therefore, by definition,

E S +F+ L

and local revenues (L) can be derived on a residual basis as the difference

between current operating expenditures and the sum of state and Federal

revenues, as defined above, 1414,

L E S - F.

105
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Local revenues defined in this way thus do not correspond to any identifiable

revenue categories.iw.the usual accounting framework; even though local

revenues may be detailed by type of receipt they are not ordinarily ear-

marked for any..particular.cstegory of.empenditure.,

Federal, revenues (F) as.defined in this studyjnclude all Federal,aid.*

No deductions are made.from,total.Federal revenues to.reflect Federal aid

for capital outlay or debt service. .Thus, the Federal contribution in-

dicated by.our figures is,not on a-strictly, comparable "current operating"

basis to theextent -that it includes,some revenues .used for capital.out -

lay or debt service expenditures. This element of inconsistency is:

inevitable because.it is not.possible.to-distinguish at the district level

Federalrevenues contributed4or operational and capital/debt service pur-

poses. We know that:in fact many Federataid programs include.some...provisions

for construction or purchase. of equipment.. However, the share of Federal aid

to construction and purchaseof equipment is generally a small part. of.total

Federal aid. According to,the "Special Analysis, 4,!! of.the 1970.U. S._Budget,

Federal support of facilities and equipment spending was only $155 million

out of a total of $3,694 milliom in aid to.secondary,and elementary, schools

for the U. S. as a whole for FY 1968. Furthermore, the effect of the dis-

tortion in the present analysis is mitigated by the fact that total

Federal aid comprises a small.portion of total revenues evailable to

the average taxing unit.

For-these reasons we expect the,bias introduced by this procedure

to be small. Since L E - S - F, the direction of the bias i clear.

As derived in this study, F it clearly larger ihan the true "f" when

*It has been possible to.eliminate PL 815 Ald to Impacted Areas,
because of the very few instances in which it is granted. and because it
is solely for construction purposes only.

:!LO
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there is significant Federal aid to construction or equipmentmponding.

In such cases an upward bias oCcurs in the'Fideral share. If F is large,

L is reduced correspondingly; and a doumWard bias in L results.

SinceRES+F+ L, the state, Federal and local revenue figures

derived for this study actually represent funds contributed by each level

of goveriument to finance current operating expenditures (E) as defined'

above. In Other words, $ represents the share of current operating ex-

penditures paid out of-state' revenues, and Lend F represent the local

and Federal contributions. For brevity, S, L and F'refer below to state,

local and Federil shares respectiliely.

We have emphasized the concept.of residente in all of our definitions.

This concept is not always straightforward: educational statistics are

generally reported on'the basis of school districts which may educate

children who are not residents of the district. When'this is the case

the schnill district normally reporti total expenditures and receipts,

including amounts expended and reeeived on acCount of non-resideni students.

Therefore, Current operating expenditures.as reported typically include

expenditures for residents (Er) ;Ans eipinditures for nonresidents (En)

i.e.,

Reported E. Er+ En

SimilarlY,-total receipts as reported includes reCeipte both on account

of residents (Rr) and nonresident Pupils (Rn). In order to obtain figures

on a residenebasis for this study, adjustments ire nemessary in both the

expenditure and the reCeipts sides of the reported accounts. The general

case in which-the school district data must be adjusted to take.account

';;:'.

n
r
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of non-residency is one of the taxing unit sending some or all of its

students to schools in another district and paying tuition, and/or providing

schooling for pupils from another district and receiving tuition. In

order to obtain a figure for a taxing unit's current operating expenditures

for its resident pupils, the basic figure is, of course, the taxing

unit's expenditures on schools that it operates. The relevant expenditure

figure on a resident pupil basis is derived by taking this figure Ills

outgoing tuition payments (expenditure series 1400) less incoming tuition

receipts (80-90 series in the receipt accounts).

This treatment of tuition payments creates several problens. One

is that actual tuition payments may be used to some extent by the receiving

districts to pay for non-current expenses (capital outlay and debt

service). Ideally, it is desirable to make the necessary adjustments

representing only the fraction of tuition payments that is used for

operational purposes. This is not possible, however, because data are

not available to make such fine adjustments; but the bias (if any) intro-

duced as a result is not expected to be very large. In practice, tuition

charges are usually relatively fixed and therefore do not fluctuate freely

with capital expenditures. To the extent that tuition charges are a re-

latively fixed ordinary cost or receipt of the taxing unit they should

properly ba reflected in any measure of current expenditures receipts on

a resident basis. If in any specific case tuition charges include some

amount for extraordinary capital expenses, the resulting current empenditure

figures will be overstated somewhat for the paying dSatrict and understated

for the receiving district.

108
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Another possible problem im introduced by the fact that outgoing

tuition payments are assumed in the adjustments to represent actual total

current expenditures for resident pupils educated in other school districts.

Thii assumption may be violated in practice. For example, if the tuition-

receiving school district receives state or Federal aid on the basis of

its total enrollment (i.e., resident and nonresident) it is clear that a

portion of the aid funds involved is expended on nonresident pupils. If

this situation exists, to a significant extent it is clear that outgoing

tuition payments understate total expenditures on resident pupils of the

tuition-paying district. This same situation would lead to an over-

statement of the state or Federal shares in current expenditures for

resident pupils of the receiving district. Because appropriate data again

are not available, it is not possible to make the necessary adjustments.

However; the distortion does not appear to be very significant in quan-

titative terms.

The participation of local taxing units in regional or consolidated

school systems necessitates special adjustments in reported school district

figures. In these cases, expenditures and receipts of the regional school

districts are allocated among the constituent towns where pupils attending

the regional sdhools reside. Just as current expenditures of non-regional

districts are broken down according to sourcelof funds, an analogous ex-

pression for regional systems is:

E + S + F
r r rr

In most cases regional district figures can be obtained directly

from published sources. The problem is then to allocate regional district
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expenditures (Es) and receipts (Lr, Sr and Fr) among the constituent

local taxing units (towns). This allocation is accomplished on the basis

of each constituent taxing units "proportionate share" in the dlitrict's

total receipts. For purposes of exposition, a given taxing unit's pro-

portionate share of the three regional district revenue figum is

designated PsSr, PfFr and PiLr. The amount of regional district's

current expenditures (Er) attributable to resident pupils of a given

taxing unit (LEL, the taxing unit's proportionate share in expenditures

by the reginnal district, designated PsEr), is then derived as follows:

PeEr FsSr FfFr FlLr.

The factors of proportionality, Ps, Pf and Pl, ars generally based

on ratios of equalized valuations, assessed valuations, local tax revenues,

memberships or some other measure, depending on district and state

prictices. The proportions have been determined in accordance with these

practices when known. When the particular practices are unkzown, or

inapplicable, the proportions reflect data availability and conceptual

correctness. P
f defined to equal the constituent taxing units pro-

portionate share of total membership in the regional district whenever

the necessary figures axe unavailable.

In cases of taxing units that both participate in regional district

and operate some schools of their own (LALL local elementary schools and

a regional secondary school), expenditures and revenues allocated to them

as result of their regional district participation are simply added to

figures separately available.for tha schools that they operate themselves.

A special case should ba noted at this point:

110
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School Administrative Districts (S.A.D.'s) in Maine are not treated as

regional chool districts in this study but as separate taxing units.

This procedure is followed because all the schocas attended by pupils

residing in the constituent towns are operated by tha S.A.D.'s, end the

towns (at the tise of our data) all paid the same effective tax rate on

equalised valuations. Furthermore, the available tatistics are aggregated

at the S.A.D. level. We could not obtain the information necessary to

dimaggregate this data.

A. described above in detail, the expenditure figures (and the re-

sultant shares contributed by state, Federal and local government) used

in this study are defined on a current operating basis, excluding capital

outlay and debt service expenses. 7he difficulty, believed to be a minor

one, caused by inability to deduct non-current item iron the Federal

share (F) ham already been discussed. A more general difficulty affecting

interstate comparisons must be noted at this point. The loom" share (L)

is derived on a residual basis, and, as a result of the procedure employed

in this study, excludes expenditures for capital outlay and debt service.

The magnitude of L, however, is affected by the distribution of total state

aid between current and non-current aid prosram. Thus, if a particular

state tends to give a relatively large portion of its total school aid in

the form of aid to non-currest expenditures, tha state share (S) ma defined

in this study will be reduced relative to the level that would result if

its overall school aid program placed a heavier emphasis on aid for current

operations. Clearly the individual district is helpod just as mush by a

fixed amount of state aid funds, regardless of how that total mount is

111
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split between current and non-current spending.' But, one must be vary

of interstate comparisons of relatve state, local and Federal shares

since these figures do not reflect the relative shares of state aid going

to capital outlay/debt service expenditures.

*This is true as long aa the district.hae to pay for the aided
fumctions out of its awn fonds if the state dose not contribute. To
the extent that the state aid may have stimulated district expenditures
which vould otherwise not have been undertaken or which are of lover
prioriry than unaided expenditures tha situation becomes more complicated.

112
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Sources and Coapilation Procedures

Following is a brief description by state of the main sources of

information and the procedures utilised to calculate the statistics of

this study. Unless otherwise indicated, all of the source material comes

from the various state Departments of Education. The procedures used to

compile the statistics are based on the conceptual categories as outlined

in the first part of this Aipendix.

40 irs

1-1,

12-4112 0-T2 - pt. IS 0-3
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CONNECTICUT

Part I - Data Sources

Document 01 - A printed report titled "Local Education Finance 1967-68"

and published by the Connecticut Education Association. The document

presents inforsationin tabular form concerning local taxes and educational

finance for the school districts.

Docuaent 02 - A miasographed sheet titled "State Grant Payments Made

During School Year 1967-68." This document from the Connecticut State

Department of Education provides a breakdown of the State aid program.

Source 03 - A collection of information derived from items of the school

district ....ports on file with the State Department of Education. The

infonunion includes an analysis of memberahip figures for regional

school districts and a breakdown of regional revenues for current operation

from sources other than member town assessments.

Part II - Compilation Procedures

Current Operating Expenditures

(a) Unaffiliated Towns

This statistic is obtained from Document fl, Table II, "Total

Current Expenditures for Day School (Less Tuition)." (The amounts as

given include summer school tuition.)

(h) Affiliated Towns

Current Operating Expenditures is tha sum of tha Local, State, and

Federal Shares for each town.

State Share,

(a) Unaffiliated Towns

This statistic is derived by subtracting tha amounts for vocational
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and for vocational agriculture in Document #2, from total state aid,

given in Document #1, Table II, "State Grants." The balance is the state

share.

(b) Affiliated Towns

The state share for affiliated towns is the sum of (1) the state

share figure for the district operated by the town, and (2) the town's

part of the regional figure for state share. The former is derived in

the name manner as for the unaffiliated towns. The latter is derived

from Source #3 and is checked against the information of Document #2.

The regional share is divided among its members by multiplying the total

amount by a ratio of the toun's pupils in membership of the regional

district to the total regional district membership.

Federal Share

(a) Unaffiliated Towns

This is the set of figures froe Document #1, Table II, "Federal

Grants."

(b) Affiliated Towns

This statistic is the sum of (1) the Federal share for the district

operated by the town, and (2) the town's portion of the regional Federal

share. The former is derived as ibovefor unaffiliated towns; the latter

is obtained by applying the ratios used to calculate the division of the

regional state share to the figures for regional Federal share from

Source 13.

Local Share

(a) Unaffiliated towns

The Local Share is derived on a residual basis as the difference

1:1 5
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between Current Operating Expenditures and State and Federal Shares.

(l) Affiliated Tauns

This figure is the sum of (1) the local share for the district

operated by the town (calculated according to the procedure for unaffiliated

towns), and (2) the town's portion of the regional local share figure.

The regional local share is the residual from Source 034 having sub-

tracted state and Federal revenues and regional assessments of member

towns for operational purposes from the regional current operating ex-

penditures. The residual is divided among member towns on the basis of

membership ratioa as Above.

Equalized Valuation

For all towns this figure appears in Document #1, Tible /, "Net

Grand List (1967)" adjusted by the "Assessor's Percent" of the same table.

Resident MeMbership

For all towns this statistic is taken from Document #1, Table II,

"ADM 1967-68."

116
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MAINE

Part I - Data Sources

DuagizaLn - A copy of a computer printout containing a breakdown of

expenditures by school district. Expenditures are classified according

to function and are distributed among elementary, secondary, adult and

summer school programs.

Document #2 - A copy of a computer printout listing revenues by school

district. The data is classified by source and aggregated by local

appropriations, state funds and other sources.

Document #3 - A computer printout titled "Federal Subsidies, School

Lunch Program, Maine 1965-66." This document shows amount of Federal

aid received by districts for School Lunch and Special School Milk

programs.

Document #4 - A pamphlet series titled "Maine School Statistics," copies

for January 1967 and for July 1, 1966-June 30, 1967. The statistics

include an analysis of expenditures and state aid programs and data on

equalized valuations and resident memberships.

Source #5 - Copies of ledger entriea provided by the Maine Department of

Education giving information on the distribution of Federal aid under

the Elementary and Secondary Education Act (BEA), Titles I and /I.

Source #6 - Special information supplied by the Department of Education

regarding resident enrollments for certain member towns of school administrative

districts.

4! AI P..1

.J, 1
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Part II - Compilation Procedures

General note: The School Administrative Districts in Maine are'

treated here as individual taxing units; their receipts and expenditures,

then, are not allocated to the towns which comprise them. This procedure

is followed because the data to make a finer analysis is not readily

available. In addition, this treatment may be justified by the fact that

all of the member towns within a particular S.A.D. have the some equalized

tax rate at the time of this writing.

Those regional districts that do not behave as the S.A.D.'s with

respect to the tax rate are not included in this study. Maine, therefore,

has only one compilation category instead of the usual two.

Current Operatine Expenditures

From Document 01, total expenditures for elementary and secondary

education are summed, excluding comunity service, capital and debt

service accounts and balance items (accounts 11xxx, 12m, 13xxx, 19xxx).

From these sums are subtracted incoming transfer receipts (accounts 008xx

and 00310) of Document 02. Amounts are added for: (1) Federal aid to

School Lunch and Special Milk programs, from Document 03, and (2) funds

for ESEA, Titles I and II, from Source IS. The resulting totals are

Current Operating Expenditures.

State Share

The sum of state aid for current operating expenditure:: represents

the State Share statistic. Revenues from the state are listed in

Document 02, accounts 032x, 0371, 0373 and 0390.
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Federal Share

The Federal Share is derived as the sus of (1) revenues from

Federal sources of Document 02 (accounts 04xx); (2) funding for School

Lunch and Special Milk programs, Document 03; and (3) moneys received

under ESEA Titles I and II, Source 05.

Local Share

The Local Share is derived on a residual basis as the difference

between Current Dperating Expenditures and State and Federal Shares.

Equalized Valuation

The appropriate figures appear in Document 14, Section I,

"State Valuation 1966."

Resident Membership

This statistic is the sum of elementary and secondary enrollment

figures from Document 04, Section I, "April let Resident Enrollment 1966."

NCTES:

1. The towns of Debloia, East Plantation, Elliottsville

Plantation, Grand Falls Plantation, and Kingsbury Plantation turre been

omitted frou this stud/ because they had no enrolled pupils during the

year of interest.

2. The following towns are not included in the study because

they belong to regional school districts: Boothbay, Boothbay Harbor,

Franklin, Gouldsboro, Sorrento, Steuben, Sullivan, and Winter Harbor. Data

for regional school districts IA insufficient to define statistics for

their amber towns consistent with those of other towns.

ii
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Part I - Data Sources

Document 01 - A printed report titled "Annual Report of the Department of

Education for the Year Ending June 30, 1967 - Part II, Section B." This

docmment contains several tables of particular interest:

Tables I, II and III: enrollment and attendance data

for regular day school and special and vocational

education programs;

Table V: population and valuation information;

Appendix: source and application tables for individual

school districts, showing the sources and uses of

funds by category.

Document 02 - A printed report titled "Aanual Report of the Department of

Educaticm for the Year Ending June 30, 1967 - Part II, Section A." Table I

gives information on school attending children including a division into

categories of public, private, regionsl, and vocational and a subdivision

of local and non-local basis.

Document f3 - A mimeographed sheet of 1966-67 regional school asseemmas.

The document elms both current operating and capital/debt service components

of the assessments to member towns. '

Document 04 - A mimeographed sheet titled "Regional School Districts."

The document describes the regional districts, their member towns, their

organisation and opening dates, etc.

Part II - Compilation Procedures

Current Operatina Expenditures

(a) Unaffiliated Towns

Using the source and application tables of Document 01, Appendix,

I 20
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all items identified as capital and debt service expenditures and ex-

penditures on non-resident pupils are subtracted from total expenditures

to arrive at Current Operating Expenditures. viz., from "Total Public

School Funds Applied" are subtracted: "Acquisition of Fixed Assets,"

"Debt Retirement and Debt Services," "From Other Districts sod Member

Towns," "Tuition and Transportation of State Wards," and "Regional School

Assessments." (The last item, "Regional School Assessments" is, of

course, zero for the non-regional towns.)

(b) Affiliated Towns

For the towns affiliated with regional school districts, Current

Operating Expenditures is the sum of their respective local, state, and

Federal shares.

State Share

(a) Unaffiliated Towns

Capital and debt service aid and aid on account of non-resident

pupils ("Sdhool Building Assistance" and "Tuition and Transportation of

State Wards") are subtracted from total state aid ("Revenues from the

Commonwealth"). The balance is the "state share."

All figures are from Document #1, Appendix.

(b) Affiliated Towns

The state share statistics for towns affiliated with regional

school districts is the sum of two or more components: (1) the state

share for the school district operated by the town, and (2) its portion(s)

of the state share(s) for the regional school district(s) to vilich it

belongs, whether regular or vocational regional districts.
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The town's state share and the regular regional districts total

state share are both calculated according to the procedure for non-regional

towns. The town's portion of the latter is determined by multiplying the

regional state share figure by the ratio of the number of resident pupils

of the town enrolled in the regional school district to the total enroll-

ment of the regional, from Document 02, Table I.

The total state share for vocational regional districts is also

determined by the procedure for non-regional towns, but the total is ad-

justed by multiplying it by the ratio of "Total Regional School Funds

Applied" to "Total Available Funds," also in Document 01, Appendix.*

The adjusted total is apportioned among the member towns by

multiplying by a ratio of the town's assessment for regional current

operating expenditures to the regional vocational districts total

assessments for current operating purposes,** from Document 04.

Federal Share

(e) Unaffiliated Towns

The Federal Share statistiE ill the total Federal aid received

under "Revenue from the Federal Government" in Document 01, Appendix.

(b) Regional Towns

The Federal Share for towns affiliated with regional districts

consists of the same components as the State Share for these towns and is

calculated by the same sort of procedure. federal shares for the town's

*This adjustment is necessary because many of these districts
had unusually large ending balance surpluses, having been but recently organized.

*Pupil enrollment ratios sere unattainabli in-this case. According
to the Massachusetts State Department of Education, the ratio of assessments
are roughly proportional to membership.
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district and the regional districts are calculated as for non-regional

towns, adjusting the figures for the vocational regional districts by

the same eatios used in the calculation of their state shares. lbe

town's portions of the regional Federal shares are also determined in the

same manner as the state shares. The sum of the components assigned to

each represents its Federal Share.

Local Share

(a) Unaffiliated Towns

The Local Share is derived on a residual basis as the difference

between the Current Operating Expenditures and the amounts financed from

State and Federal some,.

(b) Affiliated Towns

The Local Share is the sum of components analogous to those of

the State and Federal Shares of tyros affiliated with regional districts.

Components for the town's district and for the regional districts are

derived on the same residual basis as the Local Share for non-regional

towns. (Current operating expenditures for regional districts are com-

puted in the same vay as for non-regional towns.) The town's portion of

the regional local share is obtained in all cases by multiplying the

regional figure by the ratio of the town's assessment for current operating

expenses to the total regional assessment for sameom calculated from

Document 3.

Equalized Valuation

For all districts, Equalized Valuation is taken from Document

01, Table V, column "Valuation R.B. 4098." (The listing is given in

thousands of dollars.)

12 3
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Private School Pupils

?or all districts, this statistic is taken from Document 12,

Table I. Figures from the column labeled "Private" are added to obtain

the total for each town.

Resident Membership

For all districts, this statistic is derived as the difference

between the total number of children attending school (Document 02,

Table I) and the "private school pupils." (The results have been checked

for consistency with Document 12, Table IV, and Document tl, Table I.

Appropriate adjustments have been made for discrepancies between tables.)

NOTES:

Several exceptions have been made to the above procedures.

1. Regional assessment components have not been included in

the statistics for the following towns, although they list regional

assessment figures in their source and application tables (Document 01,

Appendix): Chesterfield, Southampton, Westhampton, and Williamsburg of

Hampshire Regional District; Melrose', North Reading, Reading, Revere,

Saugus, Stoneham, Wakefield, Winthrop and Woburn of Northeast Metropolitan

Vocational Regional District; Warren of Quaboag Regional District; Taunton

of Bristol-Plymouth Vocational Regional District; and Harwich.

The towns involved either could not be assigned to a regional

district or belong to a regional district unlisted among the sources and

application tables, according to the information of Document 14. The

regional districts as above were at the time only in the organizational

stares; and the assessments shown for the towns, adjusted for capital

124
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and debt service charges, are small relative to total current operating

expenditures of the towns. Mese considerations seem to justify omission

of the regional components.

2. lhe following regional vocational school districts have not

been included in the calculation of the study: French King, Montachusett,

Nashoba Valley, and Shawsheen Valley Regional Vocational Districts. These

districts either were not yet operative or had been abolished. The AMMUnt8

involved, adjusted for capital and debt service, again are small relative

to total current operating expenditures of the member town.

3. Adjustments have not been made for the listed assessments

of the towns of the Quabbin Regional School District: Barre, Hardwick,

Rubbardston, and Oakham. Because the regional district was not in an

operational stage, its source and application table is not available.

Although the Amounts, unadjusted for capital and debt service, are not

small relative to the total expenditures of the sember towns (up to 10

percent in some cases), it would seem that most of the moueys could not

reflect current operating expenditures inasmuch as the schools were not

in operation.

125
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Part I Data Sources

Document 01 - A computer printout titled "Expenditures by District--1966-67

Financial Reports." This document gives a breakdown by category codes

of all expenditures listed in the district reports.

Document #2 A computer printout titled "Receipts 1966-67 Financial

Reports." This document lists by source (local, state and Federal govern-

ments) and category codes all receipts listed in the district reports.

Document #3 - A aimeographed report titled "1966-67 Average Daily Member-

ships based upon Attendance and-Residence.4 This document lists by

school district ADM in attendance and in residence. The data are broken

down in both categories into elementary, high school and total figures.

Document #4 - A adneographed report titled "Cooperative School Districts

as of July 1, 19611--Part / Administrative Structure." This document

lists the cooperative or regional school districts, and their sember

districts, grade structure, date of operation, the number of members on

school board from each member district, and the financial apportionment

formulas used to allocate the local shine of expenses among the member

districts.

Document #5 - A mimeographed report titled "Valuations, Property Tax

Assessment and School Tax Rates of School Districts 1966-67."

Document #6 - A mimeographed report titled "Distribution of State

Foundation Aid to New Hampshire School Districts--1966-1967 Table of

Computations."

This document lists the state foundation aid payments and gives the

12



7911

-118-

information used by the state to derive the Amount of the payment.

Part 11 - Compilation Procedures

Current Operating Expenditures

(a) Unaffiliated Towns

The sum of district expenditures is taken from Document #1 (equal to

the sum of accounts lxxxx-14xxxe and excluding the balancing items). All

amounts coded as expenditures on capital, debt service, and community

services (accounts 11xxxx-13xxxx and 147750) ars subtracted from the

total expenditures. Then, all items identified in Document #2 as non-

capital or debt service incoming transfer accounts (accounts 8100, 8200,

8900, and 9xxx) are subtracted from the expenditure figure. This balance

is the Current Operating Expenditures statistic.

(b) Affiliated Towns

Per towns that are members regional districts, Current Operating

Expenditures is derived as the sum of the local, state and Federal shares

for each town.

State Share

(a) Unaffiliated Towns

The state share is the sum of the non-capital and debt service revenues

from state sources listed in Document #2 (accounts 3m, excluding 321x).

(b) Affiliated Towns

Because the regional or cooperative districts report on a consolidated

basis in the snurce documents, the total state share for each is cal-

culated as above for non-regional towns. This total is then allocated

among the towns which are members of.the district as follows: figures for

127



state foundation aid distributed to each of the member towns are taken

from Document #6 and summed; this sum is subtracted from the regional

district's total state share. The balance represents state aid funds

given directly to the regional district; it is allocated among the

member towns on the basis of resident ADM for 1964-65,* also from

Document #6. The sum of the town's foundation aid and its share of the

district's state aid is the regional-town's State Share.

Federal Share

(a) Unaffiliated Towns

The Federal Share statistic is the sum of Federal revenue receipts

listed in Document #2 (accounts 4xxx).

(b) Affiliated Towns

The regional district Federal share is derived as for the non-

regional towns. This total is then distributed among the member towns

on the basis of 1966-67 Resident ADM figures obtained from Document #3

to represent their Federal Share.

Local.Share

(a) Unaffiliated Towns

The Local Share is derived on a residual basis by subtracting the

State and Federal Shares frnm the Current Operating Expenditures.

(b) Affiliated Towns

,
The local share for the regional district as a whole is derived as

for the non-regional towns: a current operating expenditures figure.

*This is in accordance with current practice in the state..

:I. 2 8
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for the regional district is obtained in accordance with the procedure

for non-regional towns; the regional Federal and state shares, as cal-

culated in procedure above, are subtracted from this expenditure figure.

This result represents the combined local share for the towns comprising

the regional aistrict which is then distributed among the member districts

according to the financial apportionment formulas of Document #4.

Equalized Valuation

For all districts, Equalized Valuation is taken from Document #6.

(The 1964 valuations used here are the most recent which are available

by school district.)

Resident Membership

For all districts, Resident Membership is taken from the listing

of "Resident Membership, Total" of Document #3.

NOTE:

Winnacunnet Cooperative District and Dresden Regional District are

exceptions to the procedure for affiliated districts. The former is

only a high school district and calculation for its member towns must

be made in two parts: the statistics for elementary schools are done in

accordance with the procedure for non-regional towns; the high school

statistics are derived in the same manner as for other regional towns.

The sum of the two parts is the final figure for each of the member

towns. The latter exception is an interstate regional district, but

only data for the Hanover (N.H.) portion is represented.

68-412 0 - 72 - pt. 16 D-2 - 9

-3 P-%

1:2
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RHODE ISLAND

.Part I - Data Sources

.Document #1 - A printed document titled "1966-67 Statistical Tables."

Of the various tables of information on schools, the following have

been used:

Table 8 - data on resident membership, listed by district

and grade;

Table 25 - data on current operating expenditures listed by

source (state, Federal, and local) and given on a resident

pupil basis.

Document #2 - A typewritten listing of expenditures under the Elementary

and Secondary Education Act, Titles I and II, prepared by the Rhode

Island Department of Education.upon request.

Document #3 - A mimeographed sheet titled "1966 Equalized Weighted

Assessed Valuation for Rhode Island Municipalities." The document in-

cludes full values based upon 1965 market values.

Document 14 - A typewritten sheet itled "Regional Schools General

Appropriations," prepared by the Ithode Island Department of Education

upon request. The appropriations are local assessments fcr regional

operation.

Document #5 - A letter from the Department .of Education with a table

titled "ADM for Regional Schools." The table is a breakdown of regional

ADM among member towns.

Part II - Compilation Procedures

Current Operating Expenditures

(a) Unaffiliated Towns

To "Net Current Expenditures" of Document #1, Table 25, are added
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the amounts for ESEA, Titles I and II from Document #2, The total is

Current Operating Expenditures.

(b) Affiliated Towne

This statistic is derived as the sum of the Local, State, and

Federal Shares.

State Share

(a) Unaffiliated Towns

State Shares are listed in Document #1, Table 25, "State Share."

(b) Affiliated Towns

Figures for the town and for the regional district are obtained

as for unaffiliated towns. The member's part of the regional figure is

derived by multiplying the regional state share by the ratio of the

town's resident pupils in membership of the regional to total regional

membership. Membership data is from Document #5.

The State Share is then the sum of the town's state share and the

town's part of the regional district's amount.

Federal Share

(a) Unaffiliated Towns

This is the sum of "Federal Share" from Document 01, Table 25, and

of funds for ESEA Titles I and II from Document #2.

(b) Affiliated Towns

The Federal Share is the sum of the town's district figures and the

town's part of the regional amount as for the State Share. The.town and

the regional figures Are derived as for unaffiliated town's the latter is

distributed by the membership ratios as ebove.

41
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Local Share

(a) Unaffiliated Towns

The Local Share is derived on a residual basis as the difference

between Current Operating Expenditures and the State and Federal Shares.

(b) Affiliated Towns

The share is again the sum of a town figure and a portion of the

regional figure. The former is calculated as for unaffiliated towns;

the latter is given in Document #4.

Equalized Valuation

For all towns, this statistic is taken from Document #3, "Full

Value."

Resident Membership

(a) Unaffiliated TOWS

Memberships are listed in Document #1, Table 8, "Total, Pre K - 12."

(b) Affiliated Townd

The town's resident membership from Document #1, Table 8, "Total

Pre K - 12," is added to the town's. share of regional membership from

Document #5. The total is the Resident Membership.
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VERMONT

'Part I - Data Sources

.122sumant_fi - A printed report.titled "1967-1968 Financial Statistics -

Vermont School System." The report contains the following tables useful

in this study:

Table data on general state aid to individual

school districts, including average daily memberships

of resident pupils;

/ Table IV: data showing receipts by source of school

districts and union school districts;

Table V: data on current expenditures of school districts

and union school districts.

Document 02 - A printed booklet titled "Vermont Educational Directory,

1968-1969." The document includes a listing of school districts,

superintendencies and their districts, and union school districts and

their menber towns. (The organization of school districts given in the

directory is the same as for 1967-1968 with one exception, Sherburne

was unaffiliated in 1967-68, a member of Woodstock Union High School

District in 1968-69.)

Document 03 - A mimeographed report titled "National School Lunch &

Special Milk Programs." The report shows the amounts of Federal funds

expended for these programs during fiscal year 1968, by school districts.

Document 04 - A written report titled "Title I, ESEA: FY 1968 Project

Expenditures." This document lists by superintendency the amounts ex-

pended and the num* of children served by Federal funding under Title I
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of the Elementary and Secondary Education Act (P.L. 89-10).

Document 115 - A mimeographed report of the distribution of Federal

funds to school districts in 1968 under Title II of the Elementary and

Secondary Education Act.

Document #6 - k mimeographed report including the 1 percent fair market

values for all school districts.

Document #7 - A mimeographed report titled "Maximum Basic Grantn,

Amounts Approved and Amounts Expended for Projects under Title I of

P.L. 89-10 by Local and State Agencies." The document lists maximum

grants for local educational agencies for 1966 and 1967 and the amounts

approved and expended for 1966 under Title I, P.L. 89-10.

Part II - Compilation Procedures

Current Operating Expenditures

(a) Unaffiliated Towns

Operating expenses and outgoing transfers, less incoming transfers,

are the basic data for Current Operating Expenditures for residents of

towns which are not members of Union School District. This amount, how-

ever, understates operating expenses because School Lunch and Special

Milk programs and projects funded under the Elementary and Secondary

Education Act of 1965 (ESEA) are not considered part of the regular

expenses in the Vermont data. The calculation for this statistic thus

becomes: the addition of "Total Operating Expense" and "Outgoing Transfer

Expense" from Document #1, Table V; the subtraction from the preceding sum

of "Incoming Transfer Accounts," Document #1, Table IV; the addition to

this balance of funds for (1) School Lunch and Special Milk programs;

134
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(2) Title I and (3) Title II projects of ESEA, from Documents 03, 4,

and 5 respectively. (Because Title I project expenditures are listed

by superintendency, the.funds must be distributed among school:districts

in proportion to previous amounts expended. The procedure is more

precisely explained in the description of Federal Share below.) This

total becomes the Current Operating Expenditures statistic.

(b) Affiliated Towns

The sum of Local, State, and Federal Shares is the Current Operating

Expenditures statistic for towns affiliated with union school district.

State Share

(a) Unaffiliated Towns

The sum of "General State Aid" and "State Vocational Aid" from

Document 01, Table IV; is the State Share statistic.

(b) Affiliated Towns

The sum of the town's state share for its own schools and its portion

of the union school districts state share is the State Share for those

towns affiliated with union sdhool districts. The town's individual

share and the total union shsre are calculated as non-regional shares are.

The union share is distributed among its members by the ratios of the

town's resident-average daily membership (ADM) to the union's total ADM.

The total membership of the union school district is derived by:

determining the type of union (elementary and/or secondary) from the

list "Union School Districts in Vermont" Of Document 02;.and summing the

appropriate resident ADM figures for the members, given in Document 01,
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Federal Share

(a) Unaffiliated Towns

The Federal Share is the sum of: (1) "Revenue from Federal Sources,"

from Document #1, Table IV; (2) funds for School Lunch and Special Milk

programs, from Document #3; (3) funds for projects under Title I, ESEA,

from Document #4; and (4) funds for projects under Title II, ESEA, from

Document 115.

The first, second, and fourth components of the sum are obtained

directly from the documents for the school districts. Allocation of

Title I funds among the towns must be derived, however, because data

for 1967-68 are available only on the basis of superintendencies. Unless

the superintendency involves only one town's school district, which then

receives the full amount shown in Document #4, the funds are distributed

in proportion to the amounts expended in 1966 by members of the super-

intendency. Ratios for this distribution are derived from Document #7,

taking the amount expended by local educational agency to the sum of

amounts expended by all districts of the superintendency and applying

these ratios to the figures of Document #4. The superintendencies and

their members are listed,in Document 112, "The 53 Superintendencies."

(b) Affiliated Towns

This statistic is calculated as for unaffiliated towns, with the

*The division between elementary and secondary follows Aistrict

practice in the record of the StateDepartment of Education. The break

occurs then, after Grade 6 or Grade 8 according to the school's organ-

ization so that there is no difficulty summing for union districts

which may be divided at either.grade.
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addition of the town's portion of the Federal share of the union school

district. The union Federal share consists of the components as above,

and is apportioned according to the ratios used to divide the union

state share.

Local Share

(a) Unaffiliated Towns

This statistic is derived on a residual basis as the difference

between Current Operating Expenditures and the State and Federal Shares.

(b) Affiliated Towns

The Local Share for towns affiliated with union school districts is

the sume of (1) a local share residual for the town's district and (2)

its portion of the union school district's local residual, both derived

as for unaffiliated towns.

.Current operating expenditures figures for town and union school

districts can be calculated in the same manner as unaffiliated towns

are. Respective state and Federal share's have been used in the pro-

cedures above.

Equalized Valuation

For all districts, Equalized Valuation is the 1% fair market value

from Document 06 multiplied by a factor of 100.

Resident MeMbership

For all districts, Resident Membership is the sum of the elementary

and secondary figures,in Document 01, Table II, "Resident Pupils; Average

Daily Mambership."
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NOTES:

Several districts require exceptional adjustments in the above

procedures:

1. In Document #3, the data for Bennington includes both Bennington

elementary schools and Union !sigh School District #14. A separation of

the two has been made according to membership ratios, as the necessary

data are unavailable. Also under the School Lunch and Special Milk

programs: "Brandon" includes Brandon ID and Brandon Town which have been

divided according to information furnished by the Vermont State Depart-

ment of Education; allocations for East Hardwick have been added to

Hardwick's, North Danville to Danville's and Gilman to Lunenburg's upon

the advice of the State Department of Education.

2. In several instances, the Library Need component of Vermont's

formula for ESEA Title II distribution is a composite figure for several

towns; the amount has been distributed among the towns in proportion to

the "Per Capita Need" part of the formula. This adjustment has been

made for towns of the follawing superintendencies: Rutland Northeast,

Essex Caledonia (except Concord), and Caledonia North.

3. Chittenden and Hendon are treated as affiliated towns due to

their membership in the Joint Contract Elementary School of Barstow.

(Pittsford is also in Barstow, but is affiliated in addition with Union

High School District #8; it is the only instance of dual affiliation in

Vermont). The joint contract school is not technically a union school

disirict and so does not appear in the list of Document 02. Its funds,

however, are distributed according to procedures for union schools.

133
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(Figures given for Chittenden under Documents 03 and 5 are for Barstow,

according to the State Department of Education.)

4, State Vocaticnal Aid figures for several districts have been

reduced to allow for large amounts of construction aid included: Barre

City and Union High School Districts 18 and 22. No breakdown is

available for this aid program as to application of the funds and in

most cases the amounts involved are mall enough not to overstate the

state share greatly. For the above which have exceptionally large

amounts of aid, a derived figure has been substituted based upw the

average per pupil amounts of aid received by secondary schools

operating vncational programs. Other districts have been compared with

1965-66 data to check for large changes in state vocational aid receipts

which would suggest construction aid.
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APPENDIX II

CALCULATION PROCEDURES FOR ANALYSIS

OF HYPOTHETICAL EQUALIZING STATE AID SYSTEMS

Notation

e cur:ent expenditures per pupil

em "Basic" school tax rate

E total current expenditures

L local share in E

S state aid in support of E

P number of pupils

V equalized valuation

The subscript i denotes data for individual districts, either actual

present data or results of calculations under hypothetical systems. An

asterisk designates a value set explicitly as a policy objective (La., e*

represents a target per pupil spending level) or a value implied by a given

policy target (IA!, setting e state-wide target e* implies total expend-

itures of E* e*P
i

for the ith district). Symbols in parentheses represent

state totals.

Model I: State-Wide Property Tax (100% Local Financ41110

(A) Per-Pupil Spending Target

1. target e* (set by state)

2. required expenditures (E*) e*(P)

3. implied uniform tax rata mi r* lin
V

4. required local contribution for each district L* r*V

5. required expenditures for such district EA 10
i

140
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6. district receipt from (+) or payment to (-) redistribution

fund R* R* E* - L* e*P - r*V
i

ER* 0 0

(B) Uniform Tax Rate Target

1. target 0 r* (sat by state)

2. total expenditures implied * (E*) * r*(V)

3. resultant per pupil spending 0 e* 0 -WI

Other calculations as in (A) for individual districts.

Model II: State-Wide Ptopertv Tax Plus Fixed State Aid

(A) Per-Pupil Spending Target

1. target * e* (set by state)

2. required expenditures 0 (E*) 0 e*(P)

3. state funds available * (S*)

4. required local share 0 (L*) * (E*) - (S*)

5. implied uniform tax rate * r* a

6. as in Model I, R* 0 E* - LA; however, since otate funds are dietributed,

ER* * (S*) in this case.

(B) Uniform Tax Rate Target

1. target a r* (set by state)

2. required local contribution * (LA) 0 r*(V)

3. state funds available (S*)

4. total expenditures implied 0 (E*) 0 (L*) + (S*)

5. resultant per-pupil spending 0 e* a iTT-

Other calculations as in (A) for individual dietricts.

(C) Constraint to Avoid Aedistributive Transfers

This is an example of a program Where the state effectively sets targets

1 1



7926

-133-

for e* and r*; the mount of state aid required, (S*), is no longer fixed.

1. target * (set by state)

2. in order to avoid redistribution, the stet. sets r* 01 utters

vv
the subscript denotes the wealthiest district, in term of

(V/P)i, and A: e*Pw.

3. required local share 0 (1.*) r*(V)

4. implied state funds required (S*) (E*) - (1.*)

(D) Effect of Prorating

This is an example of a program where the state sets explicit targets

for e* and r*, and again, a required state contribution, (S*), is determined.

The impacts of prorating available state funds to meet the constraint of an

actual state aid budget (St) lesa than (S*).are examined under two different

assumptions.

1. targets e* and r* (set by state)

2. required expenditures (E*) e*(P)

3. required local share a (L*) 0 r*(V)

4. implied state contribution required (8111) ° (10) (1.*)

5. state aid required for individual district

St Et - Lt e*Pi - r*Vi

(Notes S* may be negative)

6. given (SI) < (S*), a prorating factor is determinedt f

7. for each district, actual state aid $I 0 fS*

CASE AAssume expenditure target is maintained (so that et *) and districts

adjust by chenges in tax rates, deviating from ths target r*.

Al. Actual local contribution for individual district 0

LI 0 Et SI 0 e*Pc SI

142
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A2. Actual local tax rate for individual district

L;

vi

CASE B--Assume uniforn tax rate target is maintained (so that r* r*) and

districtw adjust by changes in expenditures, introducing deviations from

the target e*.

81. Actual expenditures of individual districts w

El w Lt + Sl r*Vi+ SI

,

82. Actual per-pupil spending levels for individual districts w 1

A

E' e*
e'
i
. i

Pi

Model III: Percentage EqualizinR Without Redistributiql

1. target e* (set by state)

2. required expenditure for each district Et w e*Pi

3. determine capacity measure for wealthiest district w "max." (V/P)i

4. the state aid ratio, or state share, for each district w

[max. (V/P)i

1
5. required state aid for each district St w (U)iEt

6. total state aid required w (S*) iSt

7. for any given target, e*, each district's required tax rate is the

same: r* (Et St) w r*
V
i

Model_IVt Percentage Equalization. With Redistributiou

(A) Unconstrained system based on "average" district. Under this type of

program, the state sets a per-pupil expenditure target, e*, and specifies

some share (Q) of program expenditures that the "average" district must pay.
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Calculations are the same as in Model III exceit that the formula for the

state aid ratio is different. It is based on the capacity of the "average"

district, i.e., (V)/(P), and it incorporates Q:

(7.9)i [1 - (.01.j1 )(1

For any given target e*, equality of district tax rates is maintained

(r* r*).

(B) Impact of constraints in system based on "average" district. Calculations

are the same as in (A), but the state aid ratio is constrained in three

different ways. In each case, variance is introduced in r* the local tau

rate required to finance the target program.

1. (U)LAO This constraint eliminates the requirement of redistributive

transfers implied by negative state aid ratios. Therefore, for rich districts,

required tax rates, rt, will be reduced relative to an unconstrained program.

2. (U))0.2 This constraint guarantees state aid ratios of at least

0.2 to all districts' all districts with %S<0.2 in the unconstrained version

benefit as a result and can finance the program with lower relative tax rates.

3. (U)<0.8 By prohibiting state aid ratios in excess of 0.8, this con-

straint forces the poorest 4istricts to impose relatively higher tax rates in

order to finance the target program.
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The Commonwealth of Massachusetts

RESOLVES ESTABLISHING

AND EXTENDING THE COMMISSION

CHAPTER 162, RESOLVES OF 1967

Resolve providing for an investigation and study by a Special Commission

to Develop a Master Plan and Program for Taxation Within the

Commonwealth.

Resolved, That a special commission, consisting of three members

of the senate, five members of the house of representatives, and seven

persons to be appointed by the governor, is hereby established for the

purpose of making an investigation and study of the entire area of taxation

within the commonwealth, including state, local, special district and

county taxation, and the assessment, collection and distribution of taxes

and revenue with the purpose of developing a master taxation planning

program for the commonwealth for the period nineteen hundred and sixty-

nine to nineteen hundred and seventy-nine, inclusive. Said commission

shall also undertake the necessary research essential to the preparation

of such a plan, and in so doing shall study the revenue needs of the common-

wealth and its political subdivisions for the period involved, and shall recom-

mend ways and means of providing revenue to meet such needs and also shall

recommend such revision and codification of the existing tax laws as may

appear necessary and desirable.

1 ;
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iv.

Said commission may call upon officials of the common-

wealth or its various subdivisions for such information as it may desire

in the course of its investigation'and study. Said commission may accept

gifts and grants of money from the federal government or any other public

or private source. Said commission may co-operate with any agency of

the commonwealth or its political subdivisions in the conduct of its

investigation and study and may enter into co-operative agreements and

contracts with any agency of the commonwealth or its subdivisions and

with any private association, organization or corporation for the receipt

of federal and other grants and gifts and for professional services, clerical

and other services and supplies in connection therewith.

Said commission shall report to the governor and to the

general court the results of its findings in the form of a master plan and

program for taxation, including substantiating documents, schedules and

exhibits together with recommendatiuns and drafts of legislation to imple-

ment said plan by filing the same with the clerk of the senate, and a copy

thereof with the governor, not later than January fifteenth, nineteen hundred

and sixty-nine.

Approved December 13, 1967.

CHAPTER 3, RESOLVES OF 1969

Resolve reviving and continuing the Special Commission established to make

an investigation and study relative to developing a Master Plan and

Program for Taxation Within the Commonwealth and authorizing said

Commission to travel without the Commonwealth.

66-912 0 - 72 - pt.16 D-2 - 19 154
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V.

Resolved, That the special commission established by chapter one

hundred and sixty-two of the resolves of nineteen hundred and sixty-seven

is hereby revived and continued. Said commission is hereby authorized

to travel without the commonwealth. Said commission may report from

time to time to the general court.

:7...
4 0:0

Approved February 20, 1969.
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vi.

The Commonwealth of Massachusetts

LETTER OF TRANSMITTAL

October 21, 1970

To His Honor, Lieutenant Governor Francis W. Sargent, Acting Governor,

and the Honorable Senate and House of Representatives:

The Special Commission to Develop a Master Tax Plan has

compiled a mass of data on the Massachusetts fiscal system and economy.

This data will be made available in a series of reports, the first of which,

on constitutional limits on the tax power, was published in 1969. The others,

which will be published in the near future, deal with the present revenue

structure (and comparisons with the revenue structures of other states),

the revenue needs of the Commonwealth and its political subdivisions; and

the potential of the Massachusetts economy to produce revenues sufficient

to meet the anticipated needs through the existing tax structure.

Pending the publication of these factual reports, the Com-

mission has been studying the data in order to identify the problems which

need attention and consider some of the possible solutions. It has the

honor to present the results of its deliberations to date in the form of this

interim report, which summarizes the findings of the four factual reports

and then attlinea.the Commission's tentative proposals for dealing with the

most serious shortcomings of the present tax structure.
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vii.

By indicating at this time its present thinking and tentative

objectives, the Commission hopes that public discussion of its proposals

will enable it to shape its final.recommendatirms to meet more precisely

and effectively the needs of the Commonwealth and its citizens.

Respectfully submitted,

GEORGE V. KENNEALLY, JR.

Chairman
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1.

TENTATIVE PROPOSALS FOR A MASTER TAX PLAN

FOR THE COMMONWEALTH.

Introduction.

The primary task assigned to this Commission is the

difficult and unique one of developing a "master taxation planning

program" for the Commonwealth and its political subdivisions for the

next decade. In order to accomplish this objective, the Commission

was further directed to:

(1) study the entire area of taxation within the

Commonwealth, including state, local,

special district and county taxation;

(2) study the assessment, collection and dis-

tribution of taxes and revenue;

(3) study the revenue needs of the Commonwealth

and its political subdivisions for the period

involved;

(4) recommend ways and means of providing

revenue to meet such needs; and,

(5) recommend such revision and codification of

the existing tax laws as may appear necessary

and desirable.
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2.

This enormous assignment has never been attempted

before. Many commissions in the past have studied the tax structure

or specific taxes. Commissions have studied specific assessment and

collection problems. Commissions have investigated and proposed

revisions in the distribution of revenue to the political subdivisions of

the Commonwealth. And, finally, past commissions have proposed

solutions *to pressing revenue needs on the state or local level. But no

commission to our knowledge has been asked to achieve all these

objectives as part of one assignment and for such an extended period in

the future.

Nonetheless and despite a considerable lack of data in

certain areas, this Commission has approached its assignment as one

which could and should be done. It has had prepared for its use and for

the use of the Governor and the General Court, four extensive documents

which gather together the information necessary for all to have for a

proper understanding of the problems which confront us zs citizens of

Massachusetts and of its cities, towns, and counties. These reportsone

of which is now in print and three of which are in the process of being

completed--are as follows:

(1) Constitutional Limits on the Tax Power (First

Report of the Commission, Senate No. 126,

1969);

(2). The Revenue Structure and a Comparison with

Other States;

(3) The Economy and Its Revenue Potential;

(4) The Revenue Needs of the Commonwealth and

Its Political Subdivisions.
)
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3.

The findings of these reports will be summarized below;

the pertinent facts and comparisons will be outlined; and the problems

which face us identified.

In addition, however, the Commission feels obligated

to present to the officials of the Commonwealth and to the public the

briefest possible outline of its conclusions drawn from data collected

for it and to be presented in the above reports and, more importantly, its

tentative proposals for long-term revisions in the state and local tax

structure, the administration of taxes, and the distribution of state

financial assistance to local units of government.

The Commission would like to emphasize two words:

tentative and long-term.

The proposals contained herein are tentative. They are

being presented at this time for purposes of public understanding and

discussion. They are specific enough, we believe, to indicate the present

direction of the thinking of the Commission in its suggestions for the

future and yet general enough to allow amendments deemed to be necessary

after public discussion.

The proposals contained herein are long-term. They

are not designed to meet the specific immediate and pressing need for

new revenue. They are, however, presented in sufficient detail that

a revenue program can be designed to meet the immediate budget require-

ments, when the amounts required are more accurately determined, which

will fit into the long-term master plan for the future.
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Constitutional Limits on the Tax Power.

The Massachusetts Constitution of 1780 authorized the

General Court to levy "proportional and reasonable" taxes on persons

and property and "reasonable" excises on merchandise and "commodi-

ties." Although the tax power is an inherent attribute of sovereignty,

the Courts have interpreted these constitutional authorizations as

limitations.

As a result, taxes on property must be levied at the

same rate on all property within each taxing district; with narrow

exceptions, no special exemptions or rate differentials may be made.

But local rates of taxation vary widely, and thus the rate at which property

is taxed depends on its location. This proved appropriate for tangible

property, which benefits directly from local expenditures, but not for

securities, which in addition are difficult to assess as property. None-

theless, a constitutional amendment was required before the tax on shares

and bonds could be based on income and levied at a uniform rate (different

from the rate on unearned income) throughout the Commonwealth This

amendment, approved in 1915, also made it possible to ,tax earned income

at a uniform statewide rate, but did not allow graduated rates on any income.

Excises need not be "proportional"; graduated rates are

permissible for the inheritance tax, an excise on the transmission of

property aldeath, and specific rates per.gallon on motor fuels are valid.

Excises can also be levied on "privileges" conferred by the state, such as

that of doing business as a corporation, but not on "common",rights, like

that of doing business as a trust with transferable shares.

1.141101
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The Revenue Structure and a Comparison with Other States.

Although the per capita revenue from state and local

taxes is relatively high in Massachusetts, so is the level of per capita

personal income. And in fact the position of Massachusetts relative

to other states, both in tax burden and in personal income has improved

over the last 20 years. The picture which emerges is that of a relatively

prosperous state which has been able to meet a demand for a higher level

of public services than some of the less industrialized states.

Massachusetts state and local taxes have been classified

into five major groups: the property taxes, the personal income tax,

the consumer and transaction taxes, the business excises, and miscellaneous

taxes.

In 1968, as in 1949, the property taxes predominate to a

greater extent than in other states, although their share of total state and

local tax revenue has declined from 61% to 53%. In the United States as

a whole the average proportion of total revenue raised by property taxes

is 40%. Business excises were the next most important tax source in 1949;

since the introduction of the sales tax, the consumer and transaction taxes

are now more important, although by a smaller margin than in other states.

But the strongest percentage growth in the tax system was registered,by

the personal income tax; this growth was caused by a general increase in

earned incomes. But the level of personal income taxation in Massachusetts

is not particularly high in relation to those of other states. In comparison

with other states, Massachusetts derives relatively less revenue from

licenses and fees and nontax revenue.
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6.

The Property Taxes

The local tax on real and personal property is the

oldest tax, and in many ways the most complex because of the

numerous exemptions enacted over the years to mitigate the burdens

borne by different classes of taxpayers. Several other taxes may be

regarded as descendants of the property tax, in that they represent

attempts to cure inequities or inefficiencies of local property taxation

and assessment by substituting uniform statewide taxes on certain classes

of property. The most conspicuous example is the motor vehicle excise;

others of the same type are the excises on farm animals and equipment,

on ships, and on aircraft. For convenience these are treated as property

taxes, although from the point of view of constitutional doctrine even those

which are based on value are regarded as excises. The personal income

tax and the property base of the corporation eiccise, a business excise,

came into being as substitutes for the property tax. The exclusions of

corporate property from local property taxation are more extensive than

those provided in other states, at least until recently.

The Personal Income Tax

The personal income tax is really a series of taxes, levied

at different proportional rates. Its original purpose was to remove

inequities in the local assessment of stocks and bonds under the property

tax. The tax on earned or business income and the tax on annuity income

are the direct descendants of an ancient component of the local property tax;

the elaborations have not changed their basic structure. The tax on gains

from the purchase or sale of intangibles and the special tax on gains from

the public taking of real property were introduced after the adoption

16 3
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of the income tax amendment to the Conkitution in 1915. Thus the

Massachusetts personal income tax itructure differs radically from

the structure of the federal income tax and from the income tax

structures of other states, although in recent years the methods of

determining income under the Massachusetts tax have been conformed

more closely to the federal pattern.

The Consumer and Transaction Taxes

Consumer and transaction taxes have also had a long

history in Massachusetts. The present excises on cigarettes and

alcoholic beverages date from the 1930's, although they had colonial

counterparts; other earlier excises on luxury and other goods have

disappeared. The two most important taxes in this group from the point

of view of revenue, the motor fuels excise and the 'sales and use tax, are

modern. The Massachusetts sales and use tax, first adopted in 1966, has

one of the lowest revenue yields, in comparison with other states, because

of its limited coverage. Taxes similar to these are levied by all but a

few states. Taxes similar to the deeds excise are also common.

Separate taxes like the Massachusetts meals excise and room occupancy

excise are' less so, except as parts of more general tramiaction taxes.

The Business Excises

Constitutionally and legally, the business excises are taxes

on.the privilege of doing bitsiness in the Commonwealth The most impor-

tant of them is the corporation excise, which was first levied in 1864 as a

substitute for the property tax on the value of the shareholders interests,

after-deduction of the value of property subject to local taxation. A tax on

164
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net income was added in 1919, but the property base was retained and,

although greatly changed in 1962, preserves a close connection with

the property tax which is unique among state corporation taxes. Separate

excises are imposed on commercial banks, savings banks, insurance

companies, and public utilities corporations.

The Miscellaneous Taxes

The most important of the miscellaneous taxes is the

inheritance tax, an excise on the privilege of receiving property passing

on death. First enacted in 1891, it has had substantially its present form

since 1907, although the rates have been increased several times, most

recently in 1969. The inheritance tax and the racing tax, which is collected

by the Racing Commission, are the only Massachusetts taxes levied at

graduated rates. For purposes of this report licenses and fees are also

treated among the miscellaneous taxes.

The Economy and Its Revenue Potential.

The significant economic forces are per capita personal

income, which is relatively high in Massachusetts and has been growing

rapidly during the past decade; employment, which has grown slowly

overall and has been particularly weak in the manufacturing sector in

the Commonwealth; value added, which has grown but more slowly than

in the United States as a whole; productivity, which has been lower than

the United States average and has even declined in relation to the average;

and investment, which has been large here and is expected to continue.so

in the immediate future.

During the past 15 years the export base in the Massachusetts

economy has been declining relative to the local sector and the level of total

economic activity, mainly because of high energy costs and distance from

41 IT
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markets. The relatively slow growth of defense-related industries

such as electrical machinery, transportation equipment, and instruments

has not been able to offset the decline of the traditional export industries

of textiles, apparel, and leather. But the econcmic well-being of Massa-

chusetts ultimately depends on the continued growth of the national

economy; and Massachusetts is in a position to take advantage of an

expanding service export base and of the national demand, which can be

expected to increase, for highly skilled services and their related manu-

facturing industries.

On the basis of statistical relationships between past

revenues and personal income and between total personal income and

personal income of the export sector, future yields of the present Massa-

chusetts revenue structure and of its most important components have

been projected according to different estimates of the growth of personal

income and the relative size of the export sector. This projection shows

that the Massachusetts tax structure seems quite responsive to the growth

of personal income. Total revenues for fiscal 1970 were approximately

$3 billion. Assuming that the Massachusetts economy continues to grow

at a moderate rate, total revenues under the present structure and rates

of taNatiat have been projected to a level of $5 billion by 1980. Even if

the economy were to remain relatively stagnant, the 19 80 projection is

for a total revenue of $4. 6 billion; on the most optimistic estimate

regarding economic growth, on the other hand, a yield of as much as

$6 billion is projected.

Revenue Needs.

The term "revenue needs," found in the resolve, is in one

sense a misnomer. Demands from the public for services to be supplied
.9 A el
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through government are subjective and difficult of objective measurement,

and may or may not be "needs." To predict over the years the level of

such demands, and the extent to which legislative bodies will appropriate

funds to meet them, is at best a difficult task, and at worst a guessing

game. A subcommittee of the Commission has done a great deal of work

in this area, from interviewing t he heads and staffs of governmental units

charged with budgeting and expenditure responsibilities to producing on a

computer various extrapolations of historical data curves. The Commission

is not prepared at this time without further work to publish any specific

projections in this area. The final report will attempt to fill this void

in the present document. It would ueem that failure to have specific expendi-

ture projections does not impair the value of the balance of this report.

A sound structure well adapted to and in conformity with the economic

strengths and weaknesses of the Commonwealth should adjust appropriately

to any reasonable level of expenditure by means of changes in rates.

Recommended Sources of Revenue.

The primary concern of the Commission is the over-reliance

of Massachusetts on the property tax as a source of revenue. Not only

does Massachusetts receive a far greater share of its total revenue from

this source than do other states; but more importantly the burden of the

tax is excessive. It is the most regressive tax of all those in the entire

tax structure and a real deterrent to economic expansion. The total levy

on real and personal property, not including the motor vehicle excise,

was $1.4 billion in 1969. This burden was imposed on a property tax base

which on an equalized basis (i. e., if all property were actually assessed

at full and fair cash.Value) amounted to $28.2 billion. It amounted therefore,
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to a tax averaging $49.70 per thousand dollars of full value. Expressed

differently, this tax is roughly the equivalent of a sales tax of 5% on the

full value of the property, as if it were pufchased and re-purchased

annually. Consequently, the Commission begins its recommendations

with a proposal for the reallocation of the overall state and local revenue

structurein terms of the percentage of the total received from each of

the major revenue categories.

For the fiscal year 1971, the proportions of the revenue

; sources are presently estimated as .follows:

Property taxes 54%
Personal income tax 16
Consumer and transaction taxes 14
Business taxes 9

, Miscellaneous taxes 2

Nontax revenues 5

Total 100%

For the future, the Commission recommends that the

property tax percentage be reduced from 54% to 42%, and that other taxes

be increased accordingly. The model structure suggested by the Commission

would be as follows:

Property taxes 42%
Personal income tax 21
Consumer and transaction taxes 21
Business taxes 9

Miscellaneous taxes' 2

Nontax revenues 5

Total

These percentages would be written into the tax laws of the Commonwealth

to serve not only as an indication of overall state and local revenue policy

but also as an effective control, so that the overall structure would closely

approximate the model in future years.
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In the same manner, the revenue policy statute would

specify which of the taxes levied by the state and/or local governments

would comprise each of the above categories of revenue sources and the

proportionate contribution to be made by each tax to the total for each

category.

The administrative,mechanism by which these statutory

percentages would serve as a future control is spelled out in a later

recommendation.

Recommended Realignment of Responsibilities

for Collection and Distribution of Revenues.

The Commonwealth has delegated to the governments of

the three hundred and fifty-one cities and towns the responsibility for

carrying out certain governmental functions, mainly in the fields of

education, public safety and public works. The unequal ability of these

cities and towns to provide the required services is of great concern to

this Commission.

To meet the cost of local expenditures, the Commonwealth

has limited its cities and towns to one tax source only, the real and

personal property tax (including the motor vehicle excise). In addition,

there are available certain nontax revenues, some federal aid and a state

aid program currently providing approximately $380 million.

But, even with state aid of this magnitude, the property,

tax (including the motor vehicle excise) accounted in fiscal 1970 for a
-

total of $1.54 billion or 81% of local expenditures, and even more significantly,

71% of the total revenue of all cities and towns.
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But the burden of the local ,tax, oppressive as it is, is

not its worst feature. Even more unsound as a, matter of fiscal policy

is the fact that the spending needs of the cities and towns vary,widely

and with no relation to differences in the tax base.

Some communities have a capacity to support their

spending for each individual they are called upon to serve which is

four or five times as great as in other communities whose service obli-

gations are the same or less. Stated in another way, for similar per

capita expenditures, certain communities because of their proportionately

small tax bases are required to impose tax rates four or five times as

great as others providing the same level of services.

This situation of excessive overall burden and grossly

uneven distribution on an individual city and town basis is further aggravated

by the fact that the local property tax is a residual tax, that is, one utilized

to meet all local revenue needs not otherwise met. As such, it increases

annually not in proportion to local spending increases, but to that extent

and to the extent additionally that other local revenue sources including

state aid fail to keep pace with such increased expenditures.

State aid to local governments has tended to reduce to some

extent the disparity between communities. The school aid formula in

particularmas designed specifically for this purpose. But, there is a

multiplicity, of other programs approaching school aid in aggregate dollars.

These are simply shared programs with the state aid amounting.to ,a uniform

percent of total expenditure without regard to local ability.

The Commission has been studying;a,plan under which

currentresponsibilities for, collection and distribution of revenues would

be completely realigned. This would be done in a manner which will reflect

88-912 0 - 72 - pt. 16 D-2 - 14
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a more realistic appraisal of what are presently the relative responsi-

bilities and functions of government at the state and local levels. Such

a realignment of responsibilities would provide that within the stated

revenue, policy percentages described above (1) the state would levy

sufficient taxes so that combined with other revenues it could appropriate

annually to a Local Aid Distribution Fund an amount equal to some stated

percentage (possibly 80%) of the total expenditures of an local governments

during the I iscal year, and (2) in'order for the state to collect a sum

sufficient to make this distribution,the state be authorized to levy a state

property tax, which would be assessed on an equalized (or actual full and fair

cash value) basis, billed along with the local tax, collected locally and

remitted to the state. The formula by which this very greatly increased

amount of state aid would be distributed and the details of the property tax

suggestions are described below.

Proposals for a Revenue Policy Commission.

If the suggestions of the Commission with regard to the

adoption of statutory percentages for each category of taxes and for

each tax within each category-are accepted as' a desirable statement of

future revenue policy, there must be established an administrative

mechanism which 'will annually revieW the revenues received from all

sources and provide for the necessary rate changes in each tax in order

that the proportions received from each source annually will conform to the

recommended model. Froth the Commissionts viewpoint, only a temporary

benefit will be received if tax revisions are made which will for a year or

so achieve the goal of reducing thepercentage of all revenue received from

the property tax-if no' Controi is eatablished to insure that the revenue policy
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which initiated such reductions becomes a permanent policy and one

which can be changed only after public discussion and legislative

debate and vote.
1

'41

The administrative control mechanism which the Com-

mission is exploring is a Revenue Policy Commission.

The Revenue Policy Commission being considered by the

Commission would be a permanent agency of the state government

composed of seven members; the GoVernor, the President and the

Minority Leader of the Fenate, and the Speaker and the Minority Leader

of the House of Representatives, ex officio, or their designees, and two

additional members chosen by the first five, one the mayor of a city and

the other the chairman of a board of selectmen of a town. Not more than

four members could be of the same political party.

The powers and duties of the'Revenue Policy Commission

would be as follows;

(1) To carry on a continuing program of research

in revenue ne'eds and production, With statutorY

authority to require submission of information by

Eltate agencies and cities and towns according to

standardized reporting eystems;

(2) To make annUal recommendations with regard to

any change in the percentage of total revenue' to

tie obtained from each category of revenue sources

and from each individual source within each category;

. (3)' To make necessarY changes in rates of taies for

the ensuing fiscal year, in order to conform to the

172
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preestablished revenue structure, which changes

will be submitted to the General Court and will

have the force of law unless disapproved by both

branches acting separately within thirty days

after the convening of the General Court;

(4) To certify the amounts to be appropriated from

the state's General and Highway Funds as a

transfer to the Local Aid Distribution Fund; and,

(5) To certify the amounts to be received by each

city or town under the local aid distribution

formula.

... The Property Taxes.

In order to.meet its own spending needs and to provide the

distribution to loc4; government,. the Commonwealth would need to employ

not only the tax sources presently available to it but part of the property

tax as well. This part of the property:tax, it is proposed, would be used

on a state-wide basis at such a level that, combined with the local property

tax, would produce.an amount equal to the proportional share allocated to

property taxes by the proposed revenue policy statute.

This is the major change in.property taxes which is being

considered by the Commission. It.has, of courae, an historical precedent

in the "state tax", which was levied on the cities and towns, and included

as part of the.total aMount.to be raised locally, until 1947. The important

differencebetween the Commission's plan and the former "state tax"

which was also raijed,through the,property,t.a.x on.an,squalized basis--is
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that in the past the fistate tax" was levied to finance state government

costs, whereas the state property tax proposed by the Commission

would be part of the revenues which would be collected for redistribution

to the cities and towns as state aid.

The state property tax thus levied would constituteby far

the greater portion of the total property tax which would be paid by the

individual property owner. The local tax would be on an aggregate basis

the amount required, after local nontax revenues and federal aid, to finance

the remainder of the cost of local government not covered by distributions

of local aid.

The suggestions made herein would not be affected by the

possible adoption of the proposed constitutional amendment permitting

classification of property based on use for local tax purposes. The adoption

of that amendment would open the way to consideration of further changes

in the property tax system.

State Property Tax.

Within'the overall system being considered by the Commission,

the state property tax would be set annually at a rate which when combined

with the local tax, would yield approximately 42% of all revenues. The

proceeds from this tax would be credited to the General Fund along with

all other taxes and revenues. except those earmarked for the Highway and

other funds; The General Fund would then finance the state's expenditures

and the transfer to the Local Aid Distribution Fund.

The Local Property Tax

That portion of the property tax which would be raised locally

would, under the Commission's proposal, be used for local purposes--to pay
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for services to property by the local governmental unit. The Commission

therefore suggests that all real property in a city or town pay some tax,

except property of the United States Government which cannot constitu-

tionally be taxed, churches, cemeteries, and other property which serv es

primarily the citizens of the individual community. This could be accom-

plished in the following manner:

(1) Owners of residential, commercial,and industrial

property, except those determined to be hardship

cases, would pay a tax at the local rate on land

and buildings, including those now receiving what

might be called personal exemptions--widows,

veterans, the blind, and the elderly;

(2) Institutions currently exempt from property

taxation--charitable, educational, literary,

scientific, benevolent and others--could be

taxed at the local rate on the value of their

land but not buildings;

(3) In a similar manner, the state, county, and

municipal governments and possibly authorities

would be required to pay the city or town a tax

on the value of their land located in each com-

munity, but again not on buildings. In the case

of the state, this would be a replacement for the

present reimbursement for state-owned land;

(4) Forest lands and the property of urban renewal and

limited dividend corporations would continue to be

taxed in a special manner.
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In addition, the Commission is considering a proposal

that all personal property, except home furnishings in a permanent

residence and'except,property presently subject to a state-levied

excise, be taxed at the local level. Subject to resolution.of certain

constitutional problems, this could in addition include such property now

exempt as inventories and machinery of manufacturing corporations,

which in turn would be removed.from the property base of the corporation

excise. 's

Certain kinds of propertyparticularly the property of

public utilitiesare difficult to assess locally, and the present system

of having some property assessed 7.ocally and some assessed by the State

Tax Commission is both illogical and inequitable. The Commission

therefore might propose that the propertyother than real estate--of

electric systems, telephone systems,, gas pipe lines, railroads, and

other utilities be assessed at the state level and that each city or town be

advised annually of the assessed valuation of that part of the system located

therein.

Exempt Property

The Commission suggests that the exemptions now granted

charitable, educational, literary, scientifiQ and benevolent institutions

might apply against the state property tax, but not the local. This would

mean that the cost of exempting these institutions because of their social

value would be spread across the state rather than at present only in the town

in which they are physically located. Thus, a community which now bears

no cost for the exemptions granted a hospital, an university, a library, or

charity but whose citizens make use of such facilities would be bearing part

"
f
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of the cost of such exemptions. On the other hand, the communities

which actually perform some services for the institutions--such as

fire and police protectionwould receive some revenues to offset the

costs of such services from the local tax on the assessed value of the

land alone.

Personal Exemptions

It is proposed that the exemptions now granted to individuals

such as widows, veterans, the blind and the elderly apply against the state

taxexcept for exemptions granted because of financial hardship, which

would apply on both the state and local level.

The same argtiment applies here that applies in the case of

institutions. The exemption is being granted either :because of financial

hardship, becauee of widowhood, physical incapacity or age--and ls not

related directly to the city or town in which one resides. Therefore, the

cost of relieving such persons of part of their tax responsibility should be

borne on a state-wide basis--and the local tax would apply except in cases

of financial hardship.

Actually, a plan might be considered which ceased to treat

this tax relief as an exemption from property taxes' but would instead

provide tax relief through a direct housing subsidy for all widows, veterans,

blind and elderly who qualified. Thus, persons who now receive no

assistance because they are rent payers or dependent on others for housing

but who are in identical circumstances could receive a similar subsidy. If

such person were already receiving a housing subsidy through some form of

public assistance, this could be taken into consideration and there would be

no duplication.
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State-levied Excises in Lieu of the Personal Property Tax

It is proposed that certain personal property now subject

either to the personal property tax or motor vehicle tax be exempt from

both the state and local tax and subjected instead to a state-levied excise.

This would mean that the state would collect the motor vehicle ex,:ise as

well as determine the value as presently. Also, such other kinds of

personal property which is now either difficult to assess or to locate--

such as boats, airplanes, mobile homes, and travel trailers--would be

subjected to a similar excise. Payment prior to registration would

facilitate collection of these excises.

Property Tax Administration

The property taxes envisioned in this recommendation

would be administered by basically the same agencies or officials as at

present. Assessments would be made locally by local assessors. But

we propose: (1) that a program of state supervision, training and certi-

fication of local assessors be instituted immediately; (2) that the salary

of the positions of assessors be increased commensurate with the training

required; and (3) that all current assessors be given the opportunity to

avail themselves of this training.

The state, in turn, would continue to determine the equalized

valuation for each community. But we propose; (1) that a much more

accurate and complete equalization be determined than can be done

presently with the limited number of personnel assigned to this function;

(2) that the most modern methods and equipment be employed in the reporting

and development of data for such equalization; (31 that the personnel involved

receive at least the same training as that given local assessors with such
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additional training as might be required; (4) that current personnel be

given die opportunity to avail themselves of this training; and (5) that

there be close coordination between local assessment and the determination

of equalized valuations.

It is suggested that both the state and local property tax

be billed at the same time on a two-part bill which would clearly show

the local assessed value, the local rate, and the local tax due and the

equalized assessed value, the state rate, and the state tax due. The local

collector would then collect both taxes and periodically remit to the state

treasurer state tax collections on hand. Also, the double payment system

already in the new fiscal year law would apply to both taxes.

The Personal Income Tax.

The present tax on personal income is perhaps one of the

most inequitable and inefficient taxes in the entire tax structure. Because

the tax is levied at different rates on different classes of income, it falls

most unevenly on taxpayers with identical incomes from different sources.

Also, large amounts of income from some sources--such as interest on

savings deposits in any bank and net rental income--escape taxation

altogether, thus making the present tax even more unfair.

In addition, it would be difficult to devise a tax which causes

more problems in taxpayer compliance. The tax return required of a

taxpayer ineligible to file a short form because of the size or source of his

income is complicated unnecessarily by the classified nature of the tax and

the fact that exemptions and deductions apply against some classes of

income and not others.

179
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Finally, enforcement of the tax is hindered, especially

any effective use of the exchange of information possible with the

Internal Revenue Service.

For these reasons, it is suggested that the present tax

be revised in several ways:

(I) That all kinds of income be subject to the

tax;

(2) That the tax be levied at a uniform rate,

without regard to source of income;

(3) That the Massachusetts return be simplified

and compliance facilitated by requiring the

taxpayer to show gross income figures

required on his federal return;

(4) That certain kinds of income which cannot

be constitutionally taxed, such as interest

on federal securities, be deducted on the

state return and that certain income not

taxable federally be added to the income

figures;

(5) That there be applied against the gross income

thus determined, an exemption which would

diminish with the level of total income.

1 80
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The Commission believes that the foregoing would

result in a progressive tax; one with a much simpler return and the

possibility of most taxpayers being able to file a short form; one

which can be easily enforced through the exchange of information

with the federal government; and yet one which does not tie the

Massachusetts tax directly to the federal tax but retains in the Comm-

wealth the basic decisions as to which income will be taxable or exempt.

The Commission is concerned about the extra burden

borne by taxpayers who pay to send their children to nonpublic schools

while contributing to the support of the public schools through their

local taxes. The solution which the Commission is considering,

assuming that there is no constitutional obstacle to it, is to give the

parents a fixed credit against their income tax for each child actually

attending a nonpublic school.

Nothing in these reconunendations is incompatible

with possible future constitutional changes to allow a graduated income

tax.
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The Consumer and Transaction Taxes.

Within the proportion of the total revenue which must be

derived from consumer and transaction taxea, the Commission suggests

the following course of action with some alternatives.

The first step which should be taken is the imposition of

the retail sales tax on certain articles which were subject to special

excise taxes prior to the enactment of the retail sales tax on April 1, 1966,

i.e. motor fuels, cigarettes, and alcoholic beverages. The reasons for

this decision have been well expressed by the leading writer on the retail

sales tax, John F. Due, State Sales Tax Administration, pp. 193-4.

"The most unfortunate of all the major
exemptions is that of goods subject to special
excises. The purpose of the exemptions has been to
avoid a form of 'double taxation, the taxing of one
commodity by two different taxes. Actually, there
is no justification for auch exemptions and there are
some very good reasons for not providing them. If
the excises were regarded as justifiable prior to the
use of the sales tax, there iz no reason why the
relative burden on these commodities should be
reduced when the sales tax is introduced. If the
combined burden is regarded as excessive, the
downward adjustment should be made in the excises,
not by exempting items from the sales tax. This
kind of exemption complicates the operation of the
sales tax. Vendors must insure that the tax is not
applied to the items and must therefore keep a
separate record of their sales. This is often not
done accurately, audit is complicated and made more
time consuming, and the way is paved for some out-
right evasion. It is fir more satisfactory to apply two
taxes to the same item than to exempt it from the
general levy. This argument is particularly relevant
to cigarettes, which are sold by very large numbers of
vendors, many with poor records, and virtually all of
whom sell other goods as well. But it also applies in
large measure to liquor and gasoline."

41 O.% ie
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For purposes of administrative simplicity, the Commission

feels that the present special excises on meals and room occupancy, now

imposed at the rate of 5. 7%, should be brought under the retail sales tax,

even though this would mean some loss of revenue. There would seem to

be no reason in equity why these two items should be subject to discrimi-

natory rates. Furthermore, bringing these items under the general retail

sales tax would qualify taxes on them for deductibility under the federal

income tax which is not presently the case.

An additional item which is not presently subject to any tax,

alcoholic beverages consumed on the premises, would seem to be an

appropriate subject for taxation. While such beverages, if consumed as

part of a meal, are presently subject to the meals excise, they are not

taxable if no meal is involved. There seems to be no logic in this exemption,

and its elimination would reduce the revenue.loss resulting from transferring

the tax on meals from the present special excise to the retail sales tax.

With the revenue from the sales tax thus increased, if additional

revenue is still required to make up the total proportion from the categqry

of taxes there are two courses of action possible: (1) extending the retail

sales tax to sales of certain kinds of property or certain transactionsnot

now taxed; (2) increasing the rate of the tax.

Sales or transactions which might be taxed are; (1) disallowance

of the trade-in value on purchases of motor vehicles, boats, and airplanes;

(2) machinery and equipment used directly in manufacturing, etc.; (9% utility

services, gas, electricity, water, telephone; (4) certain personal services,

such as repair and installation charges, professional services, amusement

1 8 3
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and recreation services; (5) apparel; and (6) food.
27.

In addition, the Commission recommends an increase in

the motor fuels tax, not only because the current rate is relatively low

but because this would provide funds for the Highway Fund which could

be transferred to the Local Aid Distribntion Fund for aid to cities and

towns for highway purposes.

The Business Taxes.

The Commission's baeic concern in this area is that this

category of taxes especially, but also the entire revenue structure in

general, contribute in every way possible to bolstering the economy of

the Commonwealth, encouraging commercial and industrial expansion,

and creation of new employmentespecially in the failing manufacturing

sector of the economy. Therefore, it has been urged that the proportion

of total revenues from this source not be increased. However, certain

changes in taxes within the overall category are worth considering.

One change which is under consideration is that all excises

levied for the "privilege of doing business" be measured by some measure

of net income allocated to Massachusetts and that present taxes measured

by deposits, tangible personal property, or premiums be discontinued.

There are two arguments for this proposal! (I) the business, whether it

is a business or manufacturing corporation, a commercial bank, a savings

or other thrift institution, or an insurance company, would pay a tax only

if and to the extent that it was in fact a profit-making venture; (2) if personal

property is to be taxed locally, if the proceeds from intangible property--

savings deposits--are to be taxed as income, or if machinery and equipment

are to be taxed under the sales tax at the time of purchase, then the neces-

sity of measuring any part of the business excise by such property is diminished.
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The argument that the state needs these measures as a stable source

of revenue in times when net income falls off is of doubtful validity

when the small proportion of total revenue which is received from this

source is considered.

A major change in which this proposal would result is

the manner of taxing insurance companies. The Commission certainly

has no desire to further complicate the present situation in the insurance

field in the Commonwealth. However, it is felt that taxing insurance

companies according to a definition of net income--as does the federal

government--is preferable to one based on premiums. Also, it would

be extremely difficult to work a premium tax into the automatic rate changes

contemplated by the revenue policy statute. In the case of an increase in

the premium tax rate, the retaliatory provisions of the laws in other states

would have an adverse effect on the taxation of Massachusetts companies.

Miscellaneous Taxes.

With respect to the inheritance tax, and taxes on horse and

dog racing and proposals for new taxes from legalized off-track betting,

the tentative views of the Commission can be summarized with relative

ease, although certain specific numbers and other details remain to be

supplied after further research.

Inheritance Taxes

Consistent. wl t h the views of the prior Special Commission

on Taxation and the recommendation in its report of April, 1955, the

present Commission is disposed to recommend that the inheritance tax

be abolished prospectively as of the date the new law is effective, and that

as to all decedents dyinithereafter an estate tax be substituted. It would,
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if this concept be the final recommendation, further be proposed that

the present exemption as to domi ciliary real estate held as tenants by

the entirety be eliminated, and that there be incorporated in the new law

a true exemption (in a dollar amount not presently determinable) and a

marital deduction. Subject to certain necessary adjustments (as tu real

estate outside Massachusetts, for example, aa to which the Commonwealth

has no jurisdiction as to residents, and a converse problem as to non-resi-

dent estates), the gross reportable figures would be taken directly from

corresponding figures on lines of the federal estate tax return, in es.ates

calling for such a return.

It will probably further be recommended that for estates

of decedents dying before the effective date of the amendatory legislation

an incentive, in the form of some stated percentage discount from the tax

as otherwise computed, be introduced to encourage prepayment on a dis-

counted basis of taxes on future interests.

In general, the proposal would probably follow the federal

law as to treatment of powers of appointment and similar refinements,

with certain qualifications possibly to be incorporated, as suggested in the

report of the prior Commission, to avoid retroactivity.

Unlike the prior Commission, we are inclined to recommend

adoption of a gift tax, with rates and exemptions so keyed as to yield roughly

two-thirds of the burden of the estate tax.

Detailed presentation of these concepts must await the

drafting of proposed specific legislation.

88-412 0 - 72 - pt.15 0-2 - 15
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Racing Taxes

30.

presently contemplate no recommendations for

significant change in the taxes on horse and dog racing. Obviously.

Massachusetts must follow and study with interest the experience of

England, and more recently of New York State, with various forms of

taxation on legalized off-track betting. At the moment we believe the

experience and data as to problems and yield are too fragmentary to

permit a specific recommendation.

In summary, it may be said that we look for no significant

increased relative yield from these taxes, although there will probably

be dollar sum general and proportional increases attributable to inflation

and decreased value of the dollar. Massachusetts already relies on death

duties for a larger proportion of its total tax collections than all but a few

of the other states, and it would seem unwise to increase that relative

dependence. The proposals in the area of a shift from inheritance tax to

an estate and gift tax are aimed rather at reducing the administrative and

collection burden, at facilitating audit and control, and at conforming more

closely to the federal structure and philosophy without yielding the Common-

wealth's prerogatives in respect of social policy to federal domination and

control.

Nontax Revenues.

Within the amounts of revenue required from this category

of revenue, the Commission suggests several changes; (1) that certain

licenses, fees, and other charges be increased in order that the actual

cost of the charge for service performed be recovered; (2) that fees

charged by registration and regulatory agencies be set at amounts which

0'1
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would make such agencies self-sustaining; (3) that proper enforcement

be maintained of family support and third party payments for patients

in state institutions and that adequate personnel be provided in agencies

concerned to perform this function; and (4) that registration fees for

motor vehicles, particularly for trucks and trailers, be increased Lo at

least the average fees for such vehicles nationwide.

Distribution of State Aid to Cities and Towns.

The proposals of the Commission with regard to the

revenue policy statute, the creation of a Revenue Policy Commission,

and revision of present tax laws would result in the state government

receiving initially by far the major share of total state and local revenue.

Each city or town would have the local share of the property tax available

for its purposes and would receive from the Local Aid Distribution Fund

a share of state tax revenues. All state revenues (including the state share

of the property tax but excluding highway-use taxes) would go into the

General Fund for appropriation for state purposes and for transfer to the

Local Aid Distribution Fundwithout regard to source. Also, some portion

of the proceeds of the motor fuels tax would be credited to the Local Aid

Distribution Fund. The amounts transferred would be equivalent to a stated

percentage of the cost of local government in the preceding fiscal year.

The funds thus available for distributions as state aid to

cities and towns would be distributed as follows:

A. School Aid

1. Amounts determined as due under the
School Building Assistance Program.
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2. An amount per child in average daily
membership equal to 90 percent of the
average cost per child in the Common-
wealth for the preceding fiscal year, or,
if lesser, the amount per child actually
expended during the preceding year.

B. Highway Aid

Amounts transferred from the Highway
Fund would be distributed to meet a
sha re of local highway costs--on a formula
based on several factors including but not
limited to road mileage and population.

C. General Government Aid

The balance remaining after payment of
school aid funds and highway funds to each
city and town in proportion to its population,
or according to other relevant factors.

In developing an equitable program for the distribution of

significant amounts of state aid from the Local Aid Distribution Fund, certain

considerations had to be kept carefully in mind.

First, the plan had to provide a strong incentive for careful

and prudent spending policies at the local level. Second, although the education

function of local government absorbs approximately 50 percent of local spending

in the aggregate, the proportionate spending by larger communities on non-school

functions tends to be substantially larger than in the smaller communities.

Third, it is a matter of long-established Massachusetts public policy that

educational needs shall have primacy of clai:n on available public funds.

In the light of these considerations, the program as recom-

mended provides for no distributions of any kind based on fixed or varying

percentages of actual expenditures. As to the school aid formula, actual

expenditures of an individual community may become relevant, but only as

an upper limit if they fall below the state per capita average. While the
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Commonwealth would be committed to raising, by state-wide taxes, the

prescribed percentage of the total cost of local government in the

preceding year, the maximum available share of each particular community

would depend, not on its own expenditures, but on its objective needs as

measured by its school population, and its total population, or other

relevant factors.

With respect to the school aid measure, it is intended that

each community shall have available to it from state funds, the full

amount required to meet a basic minimum standard of acceptable educational

programming, beyond which point it would provide for itself out of its own

property tax.

As to general government, the same would be true. The

share of each community in the residue of the Fund would be exactly the

same on a per capita basis, except as other factors may be introduced. Its

expenditures beyond that level for general government would be entirely at

the expense of its own property taxpayers.

The formulae for distribution here presented are elementally

simple and designedly so. Far more complex provisions have been adopted

in the past with the laudable objective of achieving greater equity in proportion

to their complexity. It is not demonstrable that such plans have achieved

their purpose, particularly those with built-in incentives. To the contrary,

incentives to spend, particularly for education, have more often than not

merelybrought additional state funds to the communities least needing them.
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The proposed program is t: le attempting to meet the basic

minim= needs of all local governments for school and non-school purposes

through the equitable device of state-wide taxes, leaving to the local decision

and local expense the provision of government service beyond that point. Ii

is offered as one resolving, as far as practical, the inequities necessarily

resulting from a fragmentization of government into three hundred and

fifty-one independent pieces.
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Appendix 6

ITEMS PERTINENT TO THE HEARING OF SEPT. 30, 1971

Material Supplied by the Witness

FROM RALPH NADER

PROPERWTA=
NEWSLETTER

Published by Public Interest Research Group IfOrUMS

1025 151h Street N.Vt.Washinglon.O. C. 20005 4111 l'" NUM6111 7

CONGRESS CONS11111U1R G PROPER!' TAX
RELIEF FOR LOW-INCOME ELDERLY

Congressman floury S. Reuss (Dem.*
Wis.) has introduced a bill into the
House of Representatives that will
prcnide masa relief from property
taxes for Low-income elderly. The
bill, H.R. 6883, is designed to allow
either a credit or refund of federal
income taxes for a percentage of the
property taxes paid by elderly home
owners or renters. In order to
qualify for the credit or refund, the
person must be over 65 and have a
total yearly income of less than
$3,700.

The plight of the lowincome
elderly tassur7er is well known. These
citizens often pay as much as one..
third of their total income in pro-
perty taxes. Many are being forced
out of homes that the", worked and
paid for years ago but can no longer
afford to keep.

H.R. 6883 vill provide relief by
permitting those who qualify to credit
up to 75% of their property taxes
against their federal rncome tax. If
the citizen qualified but does not have
any income tax liability, he will be
entitled to receive payment frau the
federal government for the amount he
would have received as a tax credit
if he had been liable for taxes.
For example, if a qualified person
would be entitled to a $100 deduction
from income taxes but did not have
efficient income to have any income
tax liability, they would receive a
check for $100 from the federal
government.

according to Congressman Reuss,
"The refund or credit is intended

to offset only that portionof the
property tax that is well in excess of
what can be considered a fair burden.
It works like this:

"Property taxes are considered unus-
ually high if they exceed a certain per-
centage of household intyme. This per-
centage increases as household income
increases. After determining the amount
of the tax which is excess1ve, 75% of
this amount is credited or refunded."

The formula used to determine the pre-
cise amount that a person msy deduct is
quite complicated. The following table
lists the size of the credit or refund
which, if the bill is passed, will be
available in some representative cases:

Property Total house- Credit or
Tax hold Income Refund

$100 $1000 $63.75

$200 $1000 $138.75

$300 $1000 $213.75

$100 $2000 $7.50

$200 $2000 $82.50

$300 $2000 $157.50

$100 $3000 $0.00

$200 $3000 $0.00

$300 $3000 $56.25

In order to prevent abuses, the bill
provides that the applicant must list
all forms of money income. This includes
nontaxable income, such as social securit
veteran's disability benefits, public
assistance payments, and railroad retire-

(cont. col. 2, p.2)

SUBSCRIPTION POLICY CRANGED
A change in the subscription policy of
the Property Tax Newsletter was announced
in last month's Newsletter. Mose in-
terested in continuing to receive the
Newsletter should be sure to read the
explanation on page 4 .
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ATLANTA xrArnamt. VOIDED
IX =KT SUIT

A class action lemndt by 5 pro.-
perty owners in Fulton Co., Cs., has
resulted In a court order voiding a
reappraisal conducted in that county
by the mass appraisal firm of Cole-
Layer*Trumble. The effect of the
court order is to require the City of
Atlanta, Fulton Co., the city and
county school boards of 9 other local
governments must base their 1971 tax
levies on last year's assessments.

The reappraisal was the result of
1968 $1.2 million contract with the

ColeLayer*TrodSle Co. far a reap .
praisal of the 185,000 pieces of pro-
perty in Atlanta and Fulton Co., the
first complete reappraisal in the area
in 15 years. At present, public offi-
cials have not indicated an intent to
appeal the court decision.

The lawsuit was based on two theories:
that the County Tax A or Board could
not legally delegate their responsibility
to the firm and that the appraisal itself
was defective because of inequities be-
tween properties. In its opinion the
Court agreed with the citizens in both
contentions. The Court stated:

. .(T)he Board [of Assessors)
cannot under law supplant its
own judosent by adopting the
appraisals made by the engineer-
ing specialists. The Board may
use such appraisals to assist it
in slaking revaluations of taxable
property, but the law contem-
plates "use" totem the forming
of independent judgment based
upon studies of the subject ap-
praised properties. . . .

Because there exist inumerable
inequities and lack of uniformity
growing out of the reappraisal
. . . if the Board should approve
the appraisals of Cole-Layer-
Trouble and enter assessments
based upon the appraisals . . .

there would be a clear and affir-
active showing that the difference
existing is an intentional dis-
crimination.

Thus, the Court held that, because
of inadequacies in the appraisals made
by the firm, it wouldbe illegal dis-
crimination for the Board to rely on
the firm's work in making their own
reappraisal. Even under the Court's

133

own standard of limiting the Board's
use of the suss appraisal to aiding in
the Board's own judgment of value, the
Board mmy not use the Cole -Laqmr-Trmable
reappraisals because of inequities
within it.

The Atlanta action is the second
court victory by property owners in
recent weeks. In Fort Wayne, IndLana
a similar court order was Issued in a
citizen's class action suit voiding a
reappraisal done in that area by the
same ColeLayerTrumble firm. In both
suits, the courts found that the public
officials could not properly delegate
their official duties to a private firm
and Chet the reappraisal conducted by
the private firm was defectiee. In

the Fort Wayne suit, however, the Court
permitted the use of the reappraisal
during the current year because the
local governments bad relied upon it in
compiling the current year's tax digest.

(FROMM TAX RELIEF, from p. 1, col. 2)

sent benefits. In addition, the bill
limits to $330 the amount of property
taxes that can be used in ccmputing
relief. Thus, if a householder has
property tax payments of $400, he can
only use $330 of that in cooputing his
refund or credit in the above table.

The bill is closely modeled on Wls-
consin's Homestead Relief Act, which
was passed Ln 1964. In fiscal '70, it
provided tax relief of $7.2 million to
74,000 low-incooe elderly families, en
average payment of about $97. The total
relief gruded was less than one per
cent of total property tax collections
in that state.

Those interested in this bill may
receive ccpies from Rep. Reuss, 2159,
RaybArn House Office Bldg., SMshington,
D.C.

NEWS NOTE
ILLINOIS: An Illinois court has held
that an 1855 special charter under which
Northwestern U.'s counercial properties
have been exempt from real estate taxes
"denies equal protection of the Lew", at
least to other universities mot receiving
similar treatmeut. The local assessor
estimated that, as a result of the de-
cision, the local governmeut would re-
ceive an additional $160,000 in tax
revenues ammally.
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WESTIGATIVE REPORftBG:
Aft EMPORTART 11301. IX DISCLOSD1G

PROPERTY TAX EROMITIES

During the last 9 months, 3 'major
nevspapers in widely separated parts
of the country have disclosed, through
investigative reporting, serious inequi-
ties in the administration of the pro-
perty tax in their localities. Through

detailed research and intervievs by re
genters, these newspapers put together
accounts of maladministration ranging
from simple inefficiency to virtual
criainal conduct.

Unfortunately, it is often impossible
to find a newspaper willing to print
stories revealing favoritism in pro=
perty tax administration. The reasons
for this vary but are often tied to the
fact that influential menbers of the
community«sometimes the papers thee-
selves«are beneficiaries of preferential
assessment. Citizen groups can encour-

age nevspapers to provide aggressive and

objective coverage of property tax breaks.
Providing the reporters with leads end
information that the groups have devel-
oped will enable the reporter to do much
more complete reporting. This also aids
the novice reporter in his initial in
volvement in the coeplicated area of
property taxation.

Examples of the result of immesti
gative reporting are included in this
issue of the Newsletter in the following
articles reviewing the results of
recent reports by a New Jersey and
a Massachusetts paper. Citizens are

urged to contact their local papers
or reports to encourage their involve-

ment in investigative reporting of
property tax inequities.

"Boston Evening Globe Discloses
Inequities in Sommerville"

in a copyriOted article, the Boston
Evenina Globe reported an in-depth
investigation of the assesscm's office
in Sommerville, a Boston suburb. The

Globe investigation revealed that:

--An assessor received a half inter-
est in acres of prime suburban land
after giving its owner several
abstements«tax reductions based on
"overvalue" of property.

--The assessor paid "less than $100"
for the suburban property according
to ex deed, and it later sold for
$112,000.

«Another Sommerville assessor as-
sessed his own brother's business
and defended his action by pointing
out that other boardsembers assessed
their om homes. Re told the Globe
he thought this was ^perfectly all
right."

--rive parcels, "secretly" abated
in 1966, were discorered this year
entirely by accident. The assessing
board chairman at the time now in..
sists it "didn'tluppen" because he
mold remember anything over a "few
bucks". The potential tax loss is
$310,072.

«One large retroactive abatement
was granted last year in a closed
meeting, without the knowledge or
vote of the board's own chairman.

«A former city official who served
as the assesmsent department's law-
yer, started from scratch 6 years
ago and has amassed property amomting
to about $2.4 million on paper.

«The Woodhridge /nn, owned by a
former 'mayor and assesmzr's brother,
has a paper value of more Chan
$800,000, yet is assessed at $50,000.

--The president of the 'Woodbridge
Corp. is a forverawyar Who is also
vice president of 2 merged Rational
Banks that lent his enterprise
$750,000, a possible abuse of deposi-
tors' funds, since the loan exceeds
the value of the property.

«In a straight quid pro quo, the
board allowed a former alderman's
renovated apartment to be assessed
at $2,000 after the official had
pubhsed a 150 per cent pay increase
far the a sssss ors.

The article identified the assessors
invylved in each of the transactions and
the developers or businessmen who re-
ceived the preferential treatment. The
paper concluded that, based on their
random sample of 9 dubious abatements
and gross underassessments, Sommerville
had been deprived of $101,173 in taxes
in a 4-year period.



8018

"Deily Adeance Reveals
inequities in New Jersey Town"

The bane Advance of Dover, N.J.,
in a series of art cles that ran almost
a month, disclosed gross disparities
in assessments of residential property
within Morris CO. The series also
prebed the serious difficulties tax-
payers encounter when they try to
appeal their assessment.

One of the problems highlighted by
the articles yes the differing sten*
dards of asses:pont within the county.
Assessors in one community, for esemple,
operate on policies that result in
exeuptions for certain fixtures and
improvements, ehile on a sinner pto.
perty in en adjoining community, the
assessor operates on completely op-
posing policies. The report stated:

Under the present assessing
eystem, eath community may
differ sharply on judging
the value nf the house. There
is no protection against
imequities for the owner When
it comes tops:yin his portion
of the county tax load.

No one, however, has the job
of insuring that the indi-
vidually:warmer in one coo.
sanity pays an equalised amount
in county tames in comparison
vitt: those paid by the residents
in anotherPbrris County
community.

Another preblem discussed in the
articles is the underassessment of
large tracts of land. Lend which is
bought for speculative purposes, it
was shown, frequently is held under
low assessment for years, even though
it has been approved for sabdivision.
In one case, a large parrel had been
approved far a nejor housing project,
yet was still being assessed as un-
developable property, resulting in
a discount of up to 507. of the fair
neeket value of the praperty.

Some examples of disparities found
by the Advance include: two houses
assessed at the same value but with
differences in sales prices of almost
$18,000; a $3000 disparity in the
assessment of two houses with the
same sales value but located in dif-
ferent communities; a list of free

improvements in one area of the county
which are considered taxable items in
other parts of the county.

in response to the articles, Mayor
James *roe emnounced that a committee
would be formed to review proposals
from four firms in order to get a
reassessment under way as soon as
possible.

SISLIOCRAPNT COMM=

The following is additional biblio.
graphic material:

Balk, Alfred. The Free List. 1971.
Available from Russell Sage Faun.
dation, 230 Park Avenue, W.T., N.T.
10017. $7.50.

Becker, Arthur P. Land and Building
Taxes. TRED 1966. Available from
the U. of Wisconsin Press. $6.

Gaffney, Mason. Extractive Resources
and Taxation. TIED 1964. Available
from the U. of Wisconsin Press,
Roe 1379, Madison, Wis. 33701. $8.

Rolland, Daniel. The Assessment of
Land Value. TRED 1971. Available
from the U. of Wisconsin Press. $10.

U.S. Department of Agriculture.
Taxation of Farmland on the Rural.
Urban Fringe. 1967. Amenable from
the Superintendent of Documents,
Government Printing Office, Washington
D.C. 20402.

SUBSCRIPTION RATES TO CHANGE
As of May 1, 1971, the following sub-

scription rates for the Newsletter will
be in effect on an annual basis to
cower production costs:

Individuals $2.00
Business & Professional Fires $3.00

Individuals and firms who have already
paid the $3 rate will continue to re*
ceive the Newsletter until their year's
subscription expires. Individuals who
have been receiving the Newsletter at no
cost shoold send $2 by May 1 in order to
remain on the uailing list. Fires which
have been receiving the Newsletter at no
cost should send $3 by May 1 in order to
remain on the mailing list. if you are
not now a subscriber, or you are pre..
sently receiving the Newsletter at no
cost, please fill out the form on the
last page, if you wish to receive the
Newsletter after May 1.
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MOUSE RECEIVES SILL TO RELIEVE
PROPERTT TAX OF EDUCATION COSTS

Congressman John G. Dow (Der-ETE)
has introdoced a bill into tbe Rouse
of Representatives desigwed to en
courage state governemots to astable
the costs of education, thereby inea.
fleeing the local govertmental units
and the property tax of such of this
cost. Onder the bill, the federal
governrent will reialmaree each state
far 50% of the increased cost above
the local share *Each the state assumes
from one year to the next.

The bill's formula is intended to
reduce the local property tax by sone
or all of the 551 of the total nation..
wide cost of pablic schools ehich the
property tax now bears. Deder the
bill's formula, the state would pro-
gressively assume more or all of the
local school costs in return for a
501, one-time, federal bonus in
consideration for their action. This,
of course, uculd result in a rise in
state income or other tax levies.

Vender the bill, in order for a state
to qualify for the program it ummt be
responsible far 501 of the edcmational
costs (exelading federaliuquetts) in
the state at the time it applies far
the program. Far example, if the total
reveoues expended on education is $40
villion and the state presides $20
million, it most increase its Share in
order to qualify. Thus, if the fa-.
lowing year the state provides $30
million end the local government $10
million, the state uould be entitled
to $5 million from the federal govern..
sent. If, during the following year,
the state provides $35 aillion and the
local governments $5 uillion, the state
would be entitled to receive $2.5
million from the federal government.

Introducing the bill, Rep. Dow
explained:

My bill is directedat the
local property tassEsicti is
a very inadequate and anti..
quated vehicle to ase for
the funding of onredoca-
tional systems. tacs1 people
in many states like ROI !Oft
are seriously strapped by
this tax. . . . I feel that
this legislation would pro-
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vide the required tncentive
to the states to pick up the
education burden. The formula
in the legislation allows a state
to ease towards this goal or
move reasuore rapidly. The
key factor being that state tax
dollars would be substituted
for local tax dollars . . . .

The lout property tax smder
this proposal would then be freed
for those local services setts
as police, fire, water, and
sewer, roedways and other semi-.
cipal services. In this way, I
feel our citizens sill better
understand who is responsible
at each level for providing the
services.

Copies of the bill may be Obtained
from Congressmni Dow's office, 238
Cannon Memo Office Bldg., lAsshington,
D.C. 20515.

FIDEXED7TA TAX SMUT

The Mismesota Tax Study Commidttee
recently released a study,eonducted far
it by DeveLrment Research Associates,
on the tax structure of Minnesota. Sone
of the statistics garnered in the study
which have relevance far other states
appear below. Copies of the study may
be obtained from Downtown Council of
Minneapolis, 15 So. Sth Street, Minnea-
polis, Minn. 55402.
PROPERTY Tau AS A PERCENTAGE OF MOPE
FOR A rApnuor FOUR, $12,000 17KXME,
$24,000 BOPS (1969):

Atlanta 4.651
Chicago 6.22
Dallas 3.79
Denver 4.44
Issues City, Mo. 3.71
Milweukee 8.42
Oakland 5.33
Omaha 6.19
St. Louis 5.14
PROPERTT TAXES AS A PERCENTAGE OF MARKET
DAUM TOR A ROME WORTH:

$10.000 530.000 550.000

Minneapolis 1.791 2.621 3.221
Atlanta 1.30 2.17 2.35
Chicago 3.11 3.11 3.11
Dallss 1.67 1.95 2.05

Denver 2.23 2.23 2.23

Milwaukee 4.22 4.22 4.22

Kansas City,
Mb.

Oakland
Omaha

1.78
244
3.10

1.78
2.74
3.10

1.78
2.86
3.10

St. Louis 1.82 1.82 1.82

196



8020

VIRGIJIIA CROUP RELEASES STUDY
SNOWS DISCRDIMATION AGAIIIST HOPIE01171EPS

A detailed study released this Jaw.
uary by a group of Alexandria, Va.
taxpayers demonstrates that substantial
inequities between incomewproducing
property and residential property exist
in that city. The city assessor recently
resigned his post, though denying his
resignation had any conoection with
the study. In an attempt to Justify
its procedures, the city contracted
with a private appraisal firm to per-
form an audit on the properties within
the city. The resulting report, based
on an evaluation of 643 properties, con..
eluded that "the degree of uniformity
within classes of the Alexandria
assessments" vere far better than in
many cities in which the appraisal firm
operates.

The taxpayers' report, on the other
bend, covered nearly 1000 private haves,
23 gardentype apartments, 20 high-rise
apartments, five high-rise office buil-.
dings, and two shopping centers. From
a careful study of the information
gathered about these properties, the
group concluded that "the assessment
of private homes is based essentially
on sales in the surroundL~5 areas, and
that they are appraised at a far higher
percentage of such sales than is the
case with income-prodocing properties."
The report went on to allege that "the
result (of the uethads used by the
assessars] is that homeowners pay the
:maims in real estate taxes, while
incomevroducing property owners pay a
minimum in real estate taxes."

The taxpayers' group discovered that
the average increase in appraisals far
469 homes since 1965 was 347, while
the average increase far 12 apartments
was only 2%. The report demonstrates
that the average real property taxes
paid by homeowners are 3 times greater
than the average paid by apart:ant units.

The essential problem focused on by
the repart Is the fact that the asseseor
applied different methods of determining
fair marhet value to residential and
income-producing property. The report
stated:

In the absence of bona fide
comparable sales, the appraiser
evaluating apartment and com-
mercial properties may use one

19 7

or more of several substitute
methods, called "apptruches"
(to determining value)-e.
reproduction cost, market, and
income. There is no standard
practice as in the case of
evaluating private homes . . .

Just how the appraiser evaluates
the results of the various
"approaches" taken in appraising
incomeproducing properties
depends on the appraiser. Sum-
marising, it appears that all
too often the practice is to
take the lowest appraisal pos-
sible, sometimes even lower than
the lowest of any of the results
ty the "approaches". The present
..t!tude of the appraisers seems

to aet on inetme&producing
ta. leaties as though they are
in-: c-tax consultants helping
th. Lr 5...ents, instead of being
impartial appraisers of real
property who are employed by
the city.

The report documented serious dis-
parity in treatment on appeals. The
group reviewed aver 400 decisions by
the Board of Review during 1970 and
found that persons holding lands for
speculation received the most favoreble
treatment, business property owners the
next most favorable, followed by slum
landlords.

The report concluded with 10 reco-
mmendations to correct the situation
in Alemandria:

(1) That the assessor's office be
staffed with officially qualified pro-
fessional appraisers and that their
salaries be raised to levels competi-
tive with the federal government;

(2) That all records be posted in
ink, the appraiser identified, full
information supporting the assessment
be included in the appraisal, and all
assessments be broken down to show,
among other things, a value per square
foot;

(3) That property appraisals over
$200,000 be reviewed by a second
appraiser and the assessor before
final approval;

(4) That the city create an Assess-
ment Audit Committee empowered to re-
view assessment records on a periodic
basis;



(5) That all assessment data be
computerized as soon as completed;

(6) That all vacant land be
assessed at its highest and best use
and that zoning restrictions be dis-

counted to the same extent that the

current market discounts them;

(7) That the reproduction cost
method of valuing property be given
greater weight in determining value

of income-producing property valued
at $200,000 or more;

(8) That homeowners be represented
on the Board of Review;

(9) That records of appeals with
the names of appellants and the lot

numbers be published in local papers;

(10) That the state legislature
enact legislation to (a) require all

owners of income-producing property to

file statistical data necessary for a

proper appraisal; (b) require all
original land and improvement costs
to be filed; (c) require the price of

every sale to be included on the deed;

and (d) grant a $5,000 homestead
exemption.

NOTICE TO SUBSCRIBERS

Materials in the Newsletter are not
copyTighted and may be reprinted by

anyone. Appropriate credit to the

author or the Newsletter will be
appreciated.
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LEGAL CLEARINGHOUSE

Hamer v. Jones, No. 68 Mr4318, 19th

Jud. Cir., family division, Lake Co.,

Illinois. .Action to compel reassessment

of real and personal property at the

constitutionally required 1007. of full

market value. Allegation of discrimi-

nation between residential and commer-
cial/industrial property as a result
of assessments below full market value.

No decision. Complaint available.Ix!fflpM11
WALL STREET JOURNAL DISCLOSES

PROPERTY TAX INEQUITIES

With leads provided by Ralph Nader

and the Project on Property Tax Reform,

two reporters for the Wall Street Journal

began an investigation of inequities in

the administration of the property tax

in November. The results of that inves-
tigation appears in the April 5 Journal.

In addition to publicizing the tax
breaks afforded industries in Savannah

and Augusta (discussed in an earlier

Newsletter), the Journal disclosed
additional instances of industrial favor-

itism--in Gary, Indiana and California.

The Journal quoted the Calumet Town-

ship assessor as saying that his biggest

customer, U.S. Steel, in effect present
its own tax bill. According to the

finance adviser to the city, the Journe.

reported, U.S. Steel has undervalued its

Gary property by at least $110 million.

In California, where Tenneco Oil re-

cently purchased 400,000 acres, the land

is assessed fpc tax purposes at $280 an

acre. The former owner of the land had

it appraised by a private firm, just

before the sale, at $2500 an acre.

I wish to receive the Property Tax Newsletter. Enclosed is my check or money

order for r"--7 $2.00 (individual) 7 $3.00 (business, professional, or

institution) (make payable to Public Interest Research Group).

Name

City

Address

State ZIP CODE

NOTE: Please check the zip code on your present label. If it is missing, or

if it is incorrect, please send us the present label with the correct code

clearly written on it. Thank you.
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MUSKIE AGAIN ANNOUNCES HEARINGS

Senator Edmund Muskie, Chairman of
the Senate Subcommittee on Inter-
governmental Relations, has once again
announced his intention to hold
hearings on the need for property tax
reform. This time the hearings are
scheduled for early fall. The Senator
is looking for field sites throughout
the country in which to hold the
hearings. All citizens who feel that
an inquiry into property taxation is
necessary are urged to write Senator
Muskie, especially if they feel that
their awn area would be good for
investigation. Those who want to
recommend their own area should include
as much supporting information as
possible.

Remember that if concerned citizens do
not come forward before and during these
hearings with their views, substantiated
by reliable data, Senator Muskie may
hear only the "official" side of the
story. Make sure he gets the truth.

All communications should be sent to:

Senator Edmund Muskie
Senate Subcommittee on
Intergovernmental Relations
Old Senate Office Building
Washington, D.C. 20510

A REQUEST:

Confusion has arisen in some cases over
whether the Property Tax Newsletter
supports the activities of the various
citizens and groups who receive and
correspond with the Newsletter and its
staff. Because the primary purpose of
the Newsletter is to promote the exchange
of information and ideas and because the
staff cannot be fully informed about
numerous local issues, we ask that all

individuals and groups refrain from

suggesting they are connected with, or
that they represent in any way, the
editors or sponsors of the Property
Tax Newsletter.

BELOIT: ON THE VERGE OF MAJOR REFORM

Within the next few weeks, Beloit,
Wisconsin (pop. 36,000) may become
the first city in the United States
to adopt a complete "site" or land
value property tax system. On June 7,
before a crowd of close to 1500
people, the Beloit Chapter of the
Wisconsin Property Owners League
(1WPOL) presented to the Beloit City
Council a comprehensive 16-page plan
consisting of enabling legislation,
ordinances, and legal memoranda in
support of the proposition. Speci-
fically, the plan calls for a switch
from the traditional tax on land and
improvements to a tax on land only.
In addition, the proposal would
require the City Assessor to publish
land value maps so that citizens can
check for themselves the fairness of
their own assessments.

The proponents assert that the plan
will reduce property taxes for most
residents, force revaluation of under-

assessed vacant land, and, by elimin-
ating the tax on improvements,
encourage building and construction.

The City Council is due to vote on
July 7. Passage is by no means
assured. The plan faces formidable
opposition from real estate interests,
land speculators, and some businesses.
But even if the Council fails to
approve the measure, the Beloit
Chapter has already accumulated enough
signatures to force a voter referendum

in November.
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The success of WPOL is an inspiration
to tho many citizen reform groups
throughout the country which have
worked hard to remedy the worst abuses
of the property tax. The WPOL experi-
ence indicates that the most important
single factor achieving reform is the
organization of many members on a grass

roots level. Such an organization has
the political clout to rouse local
government out of its traditional
inertia.

The League started in 1969 when a
group of disgruntled taxpayers
decided to do something constructive
about the property tax in Beloit.
First, they sent out 8,000 ques-
tionnaires to representative areas
of the city. The response was
overidlelming. Next the group app-
ointed ward leaders who were res-
ponsible for soliciting members in
each district of Beloit. Each ward

leader had 12 ward "captains". No

dues were collected except for a two
dollar initiation fee. Most of the
financing was accomplished by volun-
tary contributions.

The non-partisan, non-political
approach of the League attracted
a broad spectrum of the population.
Professional men, blue collar
workers, professore, business men,
Democrats and Republicans all
joined enthusiastically. By the
end of 1970, the League had repre-
sentatives with working organiza-
tions in more than fifty cities
scattered throughout the State.
The group had become so powerful
that it threatened to invoke a state-
wide tax boycott unless the Legis-
lature started to move on tax reform.
Governor Lucey announced early this
year that the State would undergo
a comprehensive review of the pro-
perty tax.system, although he
declined to speculate on the out-

come.

The success of the Beloit Chapter
can be traced largely to the energy
and organizational ability of its

leaders. For instance, they engaged
the assistance of an economics
professor from the University of

Wisconsin. They hired a full-time

lawyer. Most importantly, they
(continued next column)

dug into the assessment records of
Beloit and found concrete evidence
to support their assertions that the
city property tax was being illegally
administered. Some examples:

-Although State law requires land
to be assessed at 100% of true market
value as determined by highest and
best use, the Chapter found over 3,000
acres of "farmland" held by speculators
within the city limits assessed as low
as 108 dollars per acre. Yet records
showed tEe city had recently bought
some of ;:he same land at 2,000 dollars
per acre.

(Cont. col. 1, p. 3)

SYSTEMATIC WAY TO CHECK LOCAL
ASSESSMENTS

Many people have written in asking
for suggestions on how to detect
inequalities in assessments. An
economist who assisted the Wisconsin
Property Owners' League in Beloit,
Wisconsin, offers this advice.

Assessment records should be broken
down between land and buildings. Work
with the land-assessment only:
building assessments introduce many
complexities and techliicalities, while
land-assessments are much simpler.
Get tax maps from the appropriate
local official (there may be a charge).
Next, find the land-assessment for each
lot from the assessment roll, and
convert it into an assessment per-
square-foot. The conversion to a per-
square-footvalue is important because
it tends to put all parcels on a
common denominator. Finally, write the
figure onto the appropriate lot on the
Map

According to the Wisconsin economist,
assessments that are out of line will
become readily apparent. The Beloit
group found cases of gross underassess-

ment. Gas stations, parking lots, and
vacant land, they said, were prime
recipients of assessment breaks.

Remember that this method gives only
a rough approximation. Lot shape, loca-

tion, and other special factors such as
street frontage need to be taken into
account. But it does enable citizens to

detect where possible under-assessments
and abuses might lie.
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-Even though the Laird Co. (a mass
appraisal firm, whose president is
James Laird, brother of Secretary of
Defense, Melvin Laird) had recently
assessed the entire city of Beloit, the
Chapter found numerous gas stations
whose land was still carried on the
roles as unimproved lots. The Chapter
was unable to find out whether the
Laird Co. or the City Council was
responsible for the oversights, since
both the Council and Laird have
refused to offer their cooperation.

-Speculators holding vacant lots were
assessed at only 207. of market value.

-Although the city passed a 2.5 million
dollar bond issue in 1970 to underwrite
improvements on residential lots, the
Chapter found that there were already
over 1,700 unimproved vacant lots within
the city limits. Some of these lots
had been standing idle since 1901.
Because city law provides that the specu-
lator need :tot pay taxes until the land
is sold, there was no incentive to build
on this idle land,

The League did have its critics. The
City Manager of Beloit branded the
League organizers "as phony as a three
dollar bill". But not many people
arc willing to make that kind of state-
ment anymore. Armin Jocz, Chairman of
the Beloit Chapter credits the specific
positive land value program as doing
more than anything else to offset the
group's initial "dissident trouble-
maker" image.

Many townspeople were won over to the
cause when Chapter members pointed out
that their proposal would cut property
taxes for some residents by 207., espe-
cially the elderly living on fixed
incomes. In addition, the Chapter
presented convincing evidence that
total tax revenue would remain the
same or even increase; "ander users"
of land, such as junkyards, gas
stations, slum landlords, etc. would
either have to sell out or relocate
in a more suitable location; industry
would be attracted by the absence of
any tax on improvements; and the
ecology would be helped by encour-
aging more consolidated land use.

(Cont. next column)

The Beloit plan is the culmination
of two years of careful organization,
meticulous research, professional
study, and plain hard work. Many
citizen groups, after years of effort,
arc now on the verge of seeing their
own plans bear fruit. We hope they
will take encouragement from the Beloit
example.

For a copy of the Beloit Plan, write
Mr. Armin Jocz, Chairman
Wisconsin Property Owners League
424 College Street
Beloit, Wis. 53511

Please enclose two dollars for
reproduction costs.

NEW TORY ATTORNEY GENERAL RULES
ASSESSOR-REALTOR A CONFLICT OF INTEREST

In an opinion issued last December,
Louis J. Lefkowit7, Attorney-General
of New York, ruled that under the
Geneva, New York, city Charter, ". . .

a conflict of interest would exist
where an assessor continues in the real
estate business within the city while
serving as its assessor." A conflict
of intemstwould likewise exist, the
opinion snid, if an active realtor
took on the duties of building inspector
or zoning enforcement office:-.

The case in point involved an ap-
pointed assessor who maintained a real-
estate brokerage and management business
with her husband. The assessor had
been accused of using her office to
enhance her business dealings, lowering
assessments on her own buildings while
raising assessments on those of her
competitors. (In Geneva, the assessor
is also the building inspector and
zoning-enforcement officer, thus widen-
ing the possibility of misdoing.) The

Geneva assessor resigned after the
ruling became public, so its full legal
effect has not yet been tested.
Arguably, citizens could sue to compel
an assessor to resign, or even to have
all his official acts declared void.

The ruling will very likely be appli-
cable to cities and towns throughout
New York, since the relevant provisions
of the Geneva City Charter had been

(Cont. col. 1, p. 4)
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incorporated from the standard code of
ethics recommended by the State for
local enactment.

Furthermore, the ruling may be of sig-
nificance even outside New York State,
since it stated that the cormnon law
wasa possible alternative and separate
ground: "In each instance where the
assessor would act on the assessment
of a parcel of property, and later
participate as a broker in its sale,
a serious common law conflict of
interest might arise. . .If the ass-

essor should retain the duties of
building inspector and zoning enforce-
ment officer. . .the common law
conflict might be similarly serious
in circumstances such as the issuance
by him of a certificate of occupancy
on a dwelling nnd thereafter acting
as the broher for the sale of such."

For copies of this opinion and more
information, write:
Mr. Carl J. Ruskowski, Assistant
Attorney General
General Law Bureau, Law Department
State of New York
Albany, New York 12225

BANK DEPOSITS AND ASSETS! AN
ILLEGAL EXEMPTION 7

A petition filed recently in the
District Court of Cameron County,
Texas, could eventually affect
property tax payers in all parts
of the country. In many states there
is a tax on intangible personal

property, including property held by

banks. But these laws are frequently
not enforced. In the above case the
petitioner, a shrimp-boat owner,
claLms that his tax bill was 46.57.
higher than it would have been if the
assessor had obeyed the law and ass-
essed the $488,000,000 worth of per-
sonal property--moneys, credits, and
moneyed capital--in the county's banks
and financial institutions.

Most property taxpayers would welcome
a reduction in their tax hills by get-
ting illegally-exempt property back on

the tax roles. They should therefore
watch this case with interest; and

(cont. next column)
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they should check their own state and
local laws for unenforced provisions
that are letting sane property-owners
off the hook and are making everyone
else pay more as a result. See:
Swamp Irish Inc. v. Johney Snow, Tax
Assessor and Collector, D.C. Cameron
County Taxes, 197th Judicial District,
No. 52.305-C.

DEPREC/ATION WILL LOWER PROPERTY TAX
REVENUE

The Treasury Department has recently
issued regulations which allow business
to write off depreciable assets at a
faster rate. The Asset Depreciation
Range permits businesses to reduce the
life of an asset 207. more quickly than
allowed by current IRS standards. The
Administration claims that even though
the new schedule will reduce federal
income tax revenues by 3 billion dollars
in fiscal 1971, the sluggish economy
should benefit in the long run. Legal
action taken by lawyers at the Public
Interest Research Group persuaded the
Treasury Department to hold hearings on
these changes in May.

Regardless of the impact on the
economy, the faster write-offs could
have 1 disastrous effect on State and
local property tax revenues. Twenty
States now provide that the assessed
value of industrial machinery and other
business personal property shall be
the depreciated value of such property
as reported to the IRS for federal
income tax purposes. (One should note
that in nny case the IRS depreciated
value bears little relationship to the
true cash value of an asset.) The
faster write-off now allows business
property to be under-assessed by an
additional 20%. The Wall Street
Journal estimates that the'Nixon plan
will reduce State and local revenue
from business personal property by aS
much as 307.. This means that highly
industrialized areas, including the
downtown centers of many of the
country's financially striken cities,
will stand to lose up to 107. of their
total revenue over a period of several
years. Thus, while.supposedly stimu-
lating the economy, the depreciation
schedules could burden State and local
governments with a net tax loss.

And remember: the homeowner almost
never gets to depreciate Ely of his
property.

202 k
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FULL PUBLIC DISCLOSURE: A KEY TO
FAIR ASSESSING

Unequal assessment practices thrive
in darkness. The publication of pro-
perty tax assessments is an effective
Checking device and should rank high
on any list of property tax reforms.

According to the California News-
paper Service Bureau, the Los Angeles
County assassor, Mr. Phillip Watson,
has adopted this view. Using per-
missive state legislation, Mr. Watson
reportedly publishes lists of all
assessments in local newspapers
throughout the county. The assess-
ments appear in order of street
address, and owners are identified, so
that taxpayers can easily check their
own assessments against others in their
area. When a property-owner claims an
exemption the fact is noted for all
to see.

Watson reduces the costs of the
program by spreading publication
among 113 community newspapers in
the county. Publication is rotated,
so that any single community's assess-
ments are printed only on,:e every five
years. (However, changes in assess-
ments arc published annually, and com-
plete assessment lists are always open
to the public at each of 15 branch
offices.) The cost of the program is
said to be less than seven cents per
parcel annually.

At last report, none of California's
fifty-seven other county assessors had
adopted this "Full Disclosure" system
made permissible by the state.

Another helpful disclosure device is
the publication of "assessment-sales
ratios" fora given taxing district. This
figure states the average ratio of ass-
essed value to actual selling price in
the district, and thus helps any indi-
vidual taxpayer to know if his own
assessment is out of line. In some
areas these ratios are published in
local newspapers or are printed on each
assessment notice and tax bill. The
expense is minimal. Even when these
ratios are not published however, they
may be available from the state depart-
ment of taxation or from the U.S.
Bureau of the Census.

(cont. next column)

2 0 34'---0

(Taxpayers should use caution in rely-
ing on assessment-sales ratios calcu-
lated by local or county officials. It
is common for such officials to under-
state the ratio by five or more percent
in order to reduce the numther of tax-
payer appeals. State and federal
officials are less inclined to "fudge"
the figure because they have no tax
revenues directly at stake.)

A type of disclosure sometimes
overlooked is that of the actual
selling price on individual properties.
In some places this price must be
recorded on the deed, and taxpayers
can then check the actual selling price
of a property against its assessment.
In other places, however, there is no
such requirement, and taxpayers have
reported great difficulty in acquiring
this information. It is reported that
in Beloit, Wisconsin for example, some
deeds had been recorded with the
Chicago Title and Tzuot Co., instead of
in the Recorder of Deeds' office, so
that the public had no access to them
at all. The newsletter would like to
hear of similar experiences and diffi-
culties.

A final word about disclosure. Our
mail has revealed alarming instances
of conflicts-of-interest regarding
assessors and other local officials.
Assessors are in a unique position to
confer illegal benefits upon themselves
and their friends unless the public is
alerted. It would be highly desirable
for such officials to be required to
make a public disclosure of all their
financial interests, in real property or
otherwise. It is also highly desirable
that local laws and ordinances contain
a meaningful code of ethics for govern-
ment offilials. These are reforms well
worth working towards.

TAX SALES: LEGAL EXTORTION

Investigative Reporting has once
again laid bare a dusty corner of
injustice and abuse in the property
tax law. The subject this time: tax
sales.

Reporter Peter Benjaminson of the
Detroit Free Press has revealed that
buying unpaid property taxes is a
lucrative endeavor for a few area
"tax buyers". The law,weighced
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heavily in their favor, works like this
If a home-or property-owner becomes
deliquent on three-years back taxes,
these taxes are auctioned off at an
annual tax sale. These auctions are
not widely known and three parties
have virtually cornered the market.
The deliquent taxpayer then has eighteen
months to purchase the taxes back from

the buyer. If he doesn't, or can't,
he loses all claim and title to his
property, regardless how small a sum

was owing. During the first year the
tax buyer can charge 17. interest per
month; after the first year he can
charge as much as 507..

Tax-buyers frequently soak their
victims for even more. People who
fall behind on their taxes are often
poor, elderly, senile, or ill. They

are ignorant of the law and thus easy

prey for the tax-buyer's scare or
pressure tactics. Judges, aware of
the injustice of the law, go out of
their way not to enforce it. But the
victims of tax-buyers are not aware
that they would find sympathy in
court, and sometimes make extraordinary

payments ro avoid going.

The tax-buying racket is a particu-
lar problem, the article reports, in
urban-renewal areas, where the tax-
buyers hope to lay claim to juicy
condemnation awards through an expendi-
ture of just a few hundred dollars.

Like so many other abuses, tax-
buying has festered in its obscurity
from public view. It touches just a

small number o people, but these are

people who are in large part unable

to defend themselves. Individuals and

groups are urged to look into local law

and practice for evidence of this legal-

ized extortion. The Newsletter would
welcome any information on property tax-
buying that comes to light.

PROPERTY TAX APPEALS: A WAY TO CET
LOCAL OFFICIALS TO CRACK DOWN ON
SHODDY BUILDERS

Building inspectors in Howard
County, Maryland, home of the much-
touted "new city" Columbia. have been
lax in enforcing building code regu-
lations against large homebuilding
corporations. As a result, homebuyers
have been getting stuck with highly-
expensive. lemons. But the spectre of
these homebuyers getting lowered assess-
ments because of the builders' shoddy
work may spur the building inspectors
into action.

The county law requires that a
builder obtain an "occupancy permit"
before a buyer can move in. The law
has not been enforced, according to
the county building inspector, as a
convenience to the builders. Thus, the
typical homebuyer, completely ignorant
of this law, would move illegally into
a house that had not yet passed inspec-

tion. If there were any violations oe
defects, he faced the expensive and
awesomo burden of taking the building
corporation to court to get them cor-

rected.

However, a gumptious homeowner in
Columbia recently took the builder,
The Ryland Group Inc., to court, and

won a $5,000 settlement. Among the
defects alleged were an exterior paint
job that had to be repainted twice in
one year; inadequate hot air registers;
the house not being "bolted" to its
foundations; a fireplace (costing $635
extra) which did not work; and improper
grading which caused part of the drive-
way and a cement porch slab to sink into

the ground. (Other homes in Columbia
are said to be similarly defective;
often, however, the owners either cannot
afford to go to court, or are afraid of
what the publicity would do to the
sales value of their lemon.)

These homebuyer miseries could be
prevented if tha county would just
enforce its building-code and its
occupancy-permit laws as they are

written. The publicity generated by

20 4 0
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the above-mentioned lawsuit may get the
county into gear. But, according to
the plaintiffs in that suit, what really
unsettled the county officials was when
they appealed their property tax assess-
ment on the basis of the glaring defects
and won a substantial reduction. The
county assessor expressed open horror,
they said, at the thought of all the
buyers of defective homes lining up
for similar reductions.

Which might mean it's time to get in
line.

LOUISLANA TAX STUDY SHOWS ASSESSMENTS
FAVOR WEALTHY, AND OWNERS OF VACANT LAND

A study of assessments in Jefferson
Parish, Louisiana, done for the Parish
Council by the Public Affairs Research
Council of Louisiana, has revealed that
homeowners are being assessed at twice
the rate of owners of vacant lots, and
that the more expensive a house, the
lower its assessment in relation to its
market value.

The study was based on a sample of about
one-half the properties sold during the
preceding year. An average "assessment
sales ratio" for the parish was derived
by comparing the assessments on these
properties to their real market values as
evidenced by the sales price. Then the

ratios for individual properties were
compared to the Parish-wide averages.

By far the majority of the usable trans-
actions--1,630 out of 1,663--involved
single-family residential property. Of
these, 1,187 were improved and 443 were
unimproved. On the average, single-
family homes were assessed at, 8.127. of
the sales price of their property, while
vacant single-family lots were assessed
at half that rate--4.08%. As the report
stated, " This means that the property
tax bill on a house sold for $20,000
would be twice as much as the bill on a
piece of unimproved land sold for
$20,000."

The degree uf inequality between indi-
vidual property owners was astounding.
The assessment-sales ratios for improved
and unimproved lots ranged from .307. to
26.6%. "One house selling for $12,500
was assessed at $2,100, while another

(cont. next column)

house sold for $12,300 was assessed at
only $400. One house sold for $57,500
was assessed at $2,000, and another
sold for for $52,000 was assessed for
$1,900, thus both houses were assessed
slightly less than the $12,500 house
even though they sold for a price
four times higher." To fully appre-
ciate the injustice involved, consider
how one might feel if he had to pay
four times as much income tax as a
fellow worker earning an identical
salary.

Equally astounding was the favor-
itism the assessor had shown towards
the wealthy. Houses selling for
under $15,000 were assessed, on the
average, at an assessment-sales ratio
almost 33-1/3% higher than that for
houses selling for over $40,000. The
report suggests that favoritism is
shown the rich in order to bring as
much of their tax bill as possible
within the $2,000 state homestead
exemption. (Indeed, this may be the
reason for the extraordinarily low
assessment-sales ratio applied to all.
property.) The state reimburses the
Parish for all the taxes it loses
through this exemption. Thus the
wealthy property owners in Jefferson
Parish are being subsidized by tax-
payers throughout the state.

This study illustrates a straight-
forward technique which may be useful
to citizen groups across the country.
It was prepared by the Public Affairs
Research Council of Louisiana, Baton
Rouge, Louisiana, April, 1970.

ADDITION:

The May, 1971 Newsletter reported OA
page three the activities of citizens
in Tacoma, Washington, regarding the
propriety of certain property tax
exemptions. Mr. Ken Johnston, the
Assessor of Pierce County, Washington,
has submitted the following:

"Your article should indicate, the
citizen's action was taken against the
(kali County Assessor, by Mr. Jerry L.
Fulton, a resident of King County, who
is the Exempt Auditor in the Pleree
County Assessor's Office. It was the
Prosecuting Attorney for gig.: County,
who in a Press Release, overturned the
Attorney General's Opin;on on exempt

status for dormitories.
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NEWBURCH,N.Y. STUDY FIND INDUSTRY NOT TAX PRODUCTIVE, HOME OWNERS FAVORED
OVER RENTERS

Three years ago Newburgh, New York, was faced with the possibility of low-

income housing. The city council was against it, arguing that industrial
development on the same land would yield the city more tax revenues.

The city's Director of Urban Development set out to test this argument. He

determined the property-tax yield per square foot of land devoted to different

uses. The result, in his words:

"New single family home properties in the west end, an area which politically

dominates the city, were assessed at less than $1 per square foot of Lnproved

lot area, while slum dwelling land was assessed at $6-$7 per square foot.
Industry was in the neighborhood of $.35 to $2.00 depending cn lot coverage, a
fact which contradicts the claim that industry produces higher tax returns. On

the contrary, almost every other land use was preferable on these terms,"

Of course, such an analysis is incomplete until the costs of servicing these

different land uses had been weighed against the tax revenues they producad. The
planner who did this study felt that a cost-revente analysis would not change

his conclusions. Perhaps readers have information to offer on this question.

The apparent discrimination against slum properties, and in favor of single-

family homes in a politically-dominant neighborhood, should be noted. It has

been argued that assessors have less qualms about raising assessments on rental

properties than on owner-occupied ones. Renters do not actually see the tax

bill and feel its impact only indirectly. Thus they are less likely to protest

assessments or to express their displeasure in the next election.

The Newsletter would appreciate information on other instances of property-

tax discrimination against low income people and renters, and on legal remedies

for such discrimination.

EXPLANATION:

The Newsletter has not been able to respond to every letter it has received.

We wish we could;but rather than try to issue a mere "polite reply" to every

person who writes, we have felt it more important to focus our energies on

compiling information for distribution. (Besides, most people probably get enough

"polite replies" from their credit card companies already.) But letters from

the field have been extremely valuable in all phases of our work. Most of the

articles in the Newsletter stem from such letters.. Please keep writing, even if

you don't Mar from us.

PROPERft TAX NEWSLETTER
1025-15th Street, N.W., Suite 601
Washington, D.C. 20005

I wIsh to raceive thc Property Tax Newsletter. Enclosed is my check or money

order for / 7 $2.00 (individual) / / $3.00 (business, professional, or

institution) (make payable to Public Interest Research Group).

Name Address

City State ZIP CODE

NOTE: Please check the zip code on your present label. If it is missing, or

if it is incorrect, please send us the present label with the correct code

clearly written on it. Thank you.
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NEW WASHINGTON ASSESSOR BRINGS LAW
AND ORDER TO PROPERTY TAX EXEMPTIONS

Ken Johnston decided to do something
about illegal property tax exemptions.
After taking office as Assessor in
Pierce County, Washington, last January,
he established an "Exempt Division" to
investigate and review all the exempt
properties in the county. One spur to
his investigation, he readily admits,
was a Washington law that makes the
assessor personally liable for a fine
of between $20041000 for each exemption
illegally granted.

Codoing through the exemption under-
brush, Johnson and his Exemption
Auditor, Mk. Jerry Fulton, found that
prior assessors had been less than
careful in doling out tax exemptions,
even though Washington law and policy
require that exemption laws be inter-
preted strictly, in favor of the power
to tax. Some examples of what they
found:

---An American Legion post was claim-
ing an exemption on a "meeting hall"
in which it had never met. The
building had been rented out for
income for ten years.

---Churches rented out homes but
claimed exemptions on them as
parsonages.

---A "cemetery" exemption had been
granted to a parking lot.

---In 1955 the,state legislature had
repealed the exemption for college
dormitories, but the assessor had
kept them--22 million dollars worth--
on the exemption rolls anyway.

As of June 16th, Mt. Johnston had
put over 31 million dollars worth of
property back on the tax rolls. And
he is requiring anyone claiming an
exemption to submit annually, detailed

tioucf

documentation justifying his claim.
When the Mormon Church refused to
produce evidence that their Pierce
County "stakes" were supported entirely
by donations, they were striken from
the exemption list. So were four
hospitals which failed to submit state-
mentsrequired by law that all income
and donations had been applied to oper-
ating expenses.

Predictably, the assessor's decision
to enforce the law has not pleased
everyone. For exanple, when he removed
exemptions from four blood banks because
they didn't qualify as "hmspitals", he
provoked the ire of the Pierce County
Labor Council which operated one of
them. And the State Legislature rushed
through, in less than a week, bills to
exempt the blood banks and college
dormitories'. But Johnston claims the
action came too late to save them from
the three years back taxes imposed by
law on properties exempted illegally.
For the two local universities, this
will mean a 1.5 million dollar tax bill.

Assessor Johnston says that his was
the first attempt in his state to
review and revalue exempt properties.
The effort bears repeating elsewhere.
And to"encourage" assessors to act,
citizens would do well to scour the laws
and court rules of their own state for
provisions like that in Washington
which penalize assessors who don't do
their job. Where such laws do not
exist, citizens should work to enact
them.

Inquiries regarding the Pierce County
Assessor's Office should be addressed
to: Mr. Ken Johnston, Pierce County
Assessor, County-City Building, 930
Tacona Avenue South, Tacoma, Washington,
9M02
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lAWYERS1 FEES: GETTING PAST THE BAR

TO JUSTICE

The cost of a lawyer is one of the

major obstacles to property tax equity

for the small property owner. There

was news this month regarding two possi-

'ale ways to surmount this hurdle--
class actions and groltp legal insurance.

In Pleasantville, New Jersey, a

group of taxpayers is trying to appeal

an allegedly-illegal asstssment through

a class action. All residents of a
nine-block area, they claim that the

assessor arbitrarily dodbled their

assessments while leaving assessments
on bordering blocks untouched. .They

have done a computer study which indi-

cates that before the assessor's
action, property values in the nine-
block area and in surrounding blocks
were roughly equal. Now, however,

the plaintiffs are being assessed at

$44 per front foot, while on neighbor-

ing blocks the assessments drop to

between nineteen and twanty-three
dollars per front foot.

In their petition.to the lower court,

the plaintiffs asked for any of seven

forms of relief, ranging fram an order

compelling a reassessment, to an equi-
table order permitting the 163 residents

of the area to pursue their administra-

tive remedy as a class, filling out only

one appeal form and paying only one

$2.00 fee. The plaintiffs urged that
their grievances were identical, and
that unless the class action were
allowed they would be unable to protect

their rights. The tax reduction from a
successful appeal for each plaintiff
individually would be only about $60,
hardly enough to even cover the lawyer's

fee. But if the $60 reduction of all
163 appealing taxpayern could be com-
bined, the total would be almost $10,000.

Effective legal representation would
then be possible.

The lower court ruled against the

plaintiffs. It said that since they

had not"exhausted their administrative
remedies"--that is, had not taken their
appeals individually before the Board

of Tax Appeals--it lacked jurisdiction

to order a reassessment or even to

declare that they constituted a class.

OUTLINE OF STUDENT RESEARCH PROJECTS
NEARDRG COMPLETION

The Newsletter has been developing
sample research projects to assist
teachers and students interested in
initiating studies of property taxes
and related subjects. These sample
projects are nearing completion and
will be sent to all who have already
requested copies or who request copies
in the future.

The projects include:

---Tax Equity--Suggested ways to dis-
cover whether the assessments La a
given community favor any individuals,
businesses or groups.

--Property Tax Administration--
Including the operation and competence
of the assessor's office and the
adequacy of the taxpayer-appeal
mechanism.

---Exemmtions and Preferential
AssessmentsHow they are abused, how
they mdsht be reformed.

...Legal Standards--What the law is,
what it should be, to what extent legal
requirements are observed.

---Land Use--The effect of property
tax.Wr-c-7-rnnd use, construction,
housing, and architecture.

The sample projects are in no way
meant to be definitive. They are
simply suggestive of areas that,
according to our experience, bear
further inquiry. Actual:4P, the most
useful projects would be those worked
out between students and citizen-reform
grouns. A resident of upstate New York
has deported a very favorable response
when ha approached professors at two
local universities about starting
student projects on property taxes.
The Newsletter would like to hear more

of such cooperation.

Rp8
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In addition, the court said that the
state class action statute and rules
of court applied only to court pro-
ceedings, and not to administrative
proceedings. And finally, seeming
to ignore the basis of the plaintiffs'
'claim, the court suggested that a
class action was not appropriate for
assessment appeals, because "the cir-
cumstances surrounding the valuation
of each property may be different and
may raise different issues of fact. . ."

(Yet when 100 of the plaintiffs took
their separate appeala to the County
Tax Board, the Board whisked through
them when the lawyers stipulated that
testimony regarding land values from
the firat case could be incorporated
by reference into all the rest.)

The plaintiffs have petitioned the
New Jeraey Supnmm Court for certifi-
cation. A decision is still pending.

Meanwhile, group insurance is being
advanced as another way to put legal
services %.i.thin the reach of more
peuple. Business Week, July 10, 1971
reports that over 100,000 American
famine!, are covered already by such
insurance, and that unions, profess-
ional groups, cooperatives, and
student organizations are currently
negotiating with "packagers" of
insurance plans. The article cites
an experiment in Shreveport, Louisiana,
sponsored jointly by the American Bar
Association and the Ford Foundation,
in which 600 construction workera and
their families get "$100 worth of legal
consultation. .$250 worth of nego-
tiating and research (after paying the
first $10), $515 worth uf court expenses
(after paying the first $25 if they are
plaintiffs) and 80% of the next $1000
(if they are defendents)." The covered
workers can retain any lawyer they
choose. One interesting effect of the
experiment ia that "some merchanta not
previoualy no'..ed for scrupulous business
practicea now deal carefully with meMbara
of local 219."

Government officials along wit.n
businesamen deal more carefully with
citizens when they know there ia
legal bite behind their bark. One
person has suggested that citizen
groups investigate group insurance
as a way to finance the assessment
appeala and aimilar legal actiona of
its members.

STUDENT PAPER DESCRIBES ASSESSMENT--
KBATEMENT CARNIVAL IN THREE C7TIES

Au economica student at Harvard
College, Mr. Michael E. Kinaley, has
written a term paper entitled '/ax
Abatements in Three U.S. Citiec". The

paper, based upon tnterviewa and field
research, describes a highly legalistic
and bureaucratized ayatem in New York,
an almost entirely extra-legal system
of accommodation and apecial "arrange-
ments" in Chicago, and in Boston a
system somewhere in between. The

common thread In all the cities was
that lawyers, quasi-lawyers and some-
times government officials had turned
the abatement proceas into a highly
lucrative calling. And because the
lawyers work on contingency fees, the
suall property owner ia virtually shut
off from the system.

In New York, the paper reports, the
whole process ia based on a double
falsehood. First, New York assessors
are required by law to inspect person-
ally every property in their area, And
to sign a paper to that effect. They

don't inspect the property, thestedy
says, but they sign the paper anyway.
Second, New York ia supposed to assess
all properties at 1007. of fair market
value. In fact, it assesses residences
at about 407. and commercial properties
at about 807,. But it doesn't admit
this variance. So to qualify for an
abatement, a property owner must--at
least in theory--atill prove that his
assessment is above 1007. of fair
market value. To the homeowner, this
means proving his assessment wee two
and one-half times greater than the
actual ratio for residential property.

Although buaineasea are harder hit
on theassessment ratioNew York can
sting commercial propertiea because
the Manhattan location is ao desirable
--they have a much amaller hill to
climb to qualify for an abatement.
And because the amounts involved are
large, especially when aeveral proper-
ties are in question, a small number
of law firms have apecialized in
cashing in on thia market. These
firma usually do not even deal with
the property-owner himaelf, the paper

(cont. col. 1, page 4)
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says. 'instead, they deal exclusively

with the client's regular business

lawyer.

In New York assessment appeals that

are not settled administratively are
brought to the State Supreme Court on

certiorari. Approximately 25 New

York law firms file an average of over

lO(Osuch cases each year, the paper

reports. (A $50,000 assessment is said

to be the minimum they will handle.) A

common tactic of these lawyers is to

delay the trial for five to six years--
the court calendar is one year behind

already--in hopes of negotiating before

trial one big settlement for all the

years that have piled up, without the

expense of hiring an appraiser to testi-

fy in court.

The lawyer gets a 507. cut of the reduc-

tion for his services. And because the

assessor does not use these negotiated
settlements as the basis for future
assessments, the lawyers' work has a

built-in obsolescenoe that even the
automakers would envy.

In contrast to the lawyerly and pro-
cedural New York system, Chicago
appears from the student paper to be

(or at least to have been; see note
below) a jungle of sub rosa dealing
and political influence. The paper

notes, however, that the informality

of the Chicago system is not without
beneficial results. The small business-

man or homecwner appears to have more

access to this system. And the avail-
ability of extra-legal, and even pre-
construction, assessment deals has
probably encouraged new construction
and creative, expensive architecture
which other cities have driven away
with less accommodating assessment
procedures, according to the student

paper.

But what a Boston City Councilman

said about his city would apply even
more to assessment practices in

Chicago: ". . .when you have already
been driven under the table, anything

can happen."

In Chicago, it would appear that

anything can happen. The otudent paper
cites so-called "Objection Ones" as an

example. Objection Ones are appeals

filed directly with the assessor

and decided entirely at his discre-

tion. The shortcut procedure was
established during the depression

to provide for special hardship

cases, such as where a building

burns the day after it is assessed.

Today, the paper suggests.Objection
Ones have become a bag of favors

in cases which do not always involve

hardships. But it is very hard to

check back on these Objection Ones.

The files are said to be kept in a

separate part of the County Building,

in an order that only the initiated

can understand.

Another way that anything can
happen in Chicago is through abate-

ments negotiated before the assess-

ment has even been set. (This way

they are kept off the record entire-

ly). Negotiated abatements are
available to the large property
owners who can pay a "specialist"

to intercede with the assessor for

them. There are said to be about

twelve such specialists--some
lawyers, some not; and they appear

to have become an unofficial adjunct

to the assessor's office. In fact,

the paper says, the assessor actually

polices competition between the spec-
ialists, refusing to deal with one

when he knows the property-owner in

question is alteady represented by

someone else.

These specialists take 507. of
the reduction they claim to achieve.
The property owner has no woy of
knowing if he really benefitted by

the amcunt claimed, but few ask

questions. It is widely suspected,
according to the paper, that part
of the 507. finds its way back to

the assessor's office.

In Boston as well, the paper
reports, politicians and lawyers

have found the assessment-abatement
process to provide a lucrative if

obscure employment. In election

years, it says, the party in pcwer

keeps the tax rate low by inflating

the assessment base and understating
in the budget what it will have to

give back in abatements. After

r t

2 1.OHL 1.:44-
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the election, taxes are raised to make
up the deficit. The lawyers, apparently
with the help of the assessors,do quite
nicely. Although assessors can, by law,
"negotiate" an assessment appeal au
time before it comes before the Appellate
Tax Board, they usually wait the two to
three years until just before it comes
to trial. One reason, according to the
paper, is that the wait allows 2 to 3
cases on the same property to pile up,
so the total abatement, and hence the
lawyerls.20-33% cut, will be more.
And as in New York, since the case did not
reach the Appellate Tax Board, the
assessment can--and usually is--raised
back up again the next year, so the
lawyer keeps his client.

"Sunlight is the best of all dis-
infectants" said Louis D. Brandeis.
This papers shows how much needed light
student papers can shed upon the pro-
perty tax and its administration. The
Newsletter seeks to encourage and
assist such research (see above) and
to communicate with writers already
working in this field.

NOTE: Since the completion of this
student paper the Cook County (Ill.)
Assessor's Office has informed the News-
letter that it has taken steps toward
self-correction. Mr. Dennis P. Dunne,
Ph.D., Director of Communications of
that Office, sent materials indicating
there has been a thorough study of the
Office by the Real Estate Research
Corporation, the establishment of a
Department of Research and Analysis,
the recruitment of college-trained
and professional personnel,". . .

steps to guarantee the integrity of
and fairness of (its) documentative
appeal process", and the establishment
of a Department of Research and AtIaly-
sis, a Departmant of Taxpayer Assis-
tance, and In-Service Training programs
for personnel. In a recent speech the
Cook County Assessor's top aide said,
"You willsfind that our system is pro-
fessional and open."

The Newsletter hopes to report more
information about the Cook County
Assessor's Office in the future.

NATIONAL NEWS

Muskie Hearings

Senator Muskie is now exploring
ways to approach the property tax
hearings. He has expressed an inter-
est in holding the hearings around a
piece of federal legislation.
Although the field sites have not
been determined, his staff is actively
researching places and problems which
warrant attention.

Federal Legislation

In previous issues of the News-
letter, it was reported that Congress-
men Koch (D. N.*i.) and Reuss (D. Wis.)
had introduced bills concerning
property tax relief.

Koch's bill (H.R. 842) would allow
a renter to deduct from his federal
income tax that portion of his rent
which represents his proportional
share of real eetate taxes paid by the
landlord.

Reuss' bill (H.R. 6883)wou1d allow
low-income elderly to deduct up to 757.
of their property taxes from their
federal income tax. If the person does
not have any federal tax liability,
hewould be entitled to a cash paymant
from the federal government for the
amount he would have received if he had
been liable for taxes.

Both bills are now before the
House Ways and Means Committee.
Because the Committee is currently
examining revenue sharing, welfare,
and health care programs, it is
extremely doubtful that either of
these Mils will be considered before
the end of the legislative session.
The staffs of both Congressmen hope
that the Committee will take up the
bills early next year.

Views on either of these bills
should be addressed to your Congressman
and to Representative Wilbur D. Mills,
Chairman of the House Ways and Means
Committee.
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Wilbur Mills

Congressman WilburMills,Chairman of
the House Ways and Means Committee,
believes that the States should make a
better tax collection effort before re-
ceiving any shared revenue from the
Federal Government. In a speech before
the National Tax Association, he stated
that if all States made the same "tax
effort" as the average of the ten "best"
States, an additional 18.1 billion
dollara in tax revenue could have been
raised in 1971. While Mills did not
specifically mention property taxes,
several Congressmen, including Les
Aspin (D. Wis.), have advised the Chair-
man that large amounts of revenue are
being wasted by poor property tax admini-
stration. Mr. Mills appears to favor a
gradual replacement of the property tax
with a State income tax.

A(.CELERATED DEPRECIATIONTREASURY MUST
EXPLAIN

A new issue was introduced recently
into the national debate over the accel-
erated depreciation range (A.D.R.) guide-
lines recently put out by the Treasury
Department. In a letter to state and
local government officials, Ralph Nader LAW NOTES
estimated that the guidelines would cost
the state and local governments about a

One Man - One Vote Applies to

quarter of a billion dollars in tax revenue
Elected Assessors

per year. The Fifth Circuit of the U.S. Court
of Appeals has ruled that the City of

According to the letter, those states New Orleans can no lenr.er allow

which have corporate income taxes based assessors to be elected from mel-

on the federal regulations will lose apportioned districts. In a RAE

about 150-175 million dollars per year in curiam opinion handed down November

revenue, about four percent of the 3.9 7,--010, the Court affirmed a ruling

billion per year that the federal govern- of the U.S. District Court for the

ment is expected to lose. Eastern District of Louisiana that
assessors performed governmental

Coupled with this state income tax loss functions for the entire City of New

will be a loss of state and local property Orleans, and that election from mal-

taxes cf roughly 50 to 70 million dollars apportioned districts constituted

per year. This loss will be concentrated invidious discrimination denying the

in those areas which, either by law or plaintiff and other city residents

"administrative practice", allow businesses equal protection of the law.

to delcare /RS depreciated values for per- Under the old system, one assessor
sonal property tax purposes, was elected from each of the city's

seven municipal districts. However,
The lettec urges state and local govern- the population for each district

ment officials to denand fram the Treasury varied widely. One district contained
Department its estimate of such losses at only 5.57. of the total population.
the state and local level. Even the most Another contained 41.5%. Both
knowledgeable ntate and local officials lsa:::oisctr! were entitled to only one

cannot calculate the impact of ADR on

their revenues without more information

from the Treasury. hr. Nader contends

that the ADR guidelines were passed in

haste without adequate pUblic debate.

He cites the impact on state and local

revenues as an example of the kind of

data the Treasury should have provided

to interested parties before the

regulations were passed.

NEW JERSEY RESIDENTS NOTE

In February the Dover (N.J.) Daily
Advance published a twenty-five part
series on the inequality of assess-
ments intim Lakeland area of New
Jersey, (See April Newsletter page 4)
The series met so much response that
the Advance wants to broaden Its
investigation to the entire state.
Miss Carol Talley, the reporter who
did the series,urges anyone with
information on property-tax assessment
in New Jersey to call or write her at
the Dover Daily Advance, Dover, New
Jersey, 07801,

212

-
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The Court ruled that if the city does
not reapporriol the Board of Assessors
by the end of :171, the Court will order
a special election in which each assessor
would be elected on an at-large basis.

WASHINGTON EQUITABLE TAX ASSOCIATION:
TAXPAYER GROVE' ACHIEVES SIGNIFICANT
PROPERTY TAX MUTMM THROUGH STATE
LEGISLATURE, KEEPS WORKING TOWARDS
MORE

"Organize-Educate-Advocate" is how
Mr. C. Melvin McKenney, President of
the Washington Equitable Tax Association
describes what needs to be done to
achieve tax reform. Apparently, he is
doing it well. Although in existence
for less than a year, WETA has already
been instrumental in statewide changes
in the property tax laws.

WETA began in October, 1970, when e
committee cf the Pierce County (Wash-
ington) Pomona Grange decided to make
a public service project of property tax
reform. The Pomona Grange then allied
with other organizations in the county--
about half of them Grange--and these, in
turn, met with representatives al! groups
from across the state. At this meeting
WETA was born. The new group adopted
articles of incorporation and bylaws,
elected officers, slected a board and
some committees, and authorized the
establishment of a permanent cffice.

A month later, WETA adopted a legis-
lative program. Immediately, it set to
work to draft legislation and tv find
legislative sponsors for the bilis. WETA's
method may be instructive for other groups.
First, it drew up resolutions embodying
its legislative program, and took them to
the legislators eho would sponsor them.
The legislators, in consultation with
WETA, had the resolutions written up as
bills. After the bills had been intro-
duced to the legislature, WETA members
across the state wrote many letters to
their representatives (short letters, sayo
WETA's President, are most likely to be
read) and otherwise encouraged support.

The bills were passed by the
legislature and became law on July

1st. Among the new provisions are:

--A change in the burden of proof the
taxpayer must meet to have his assess-
ment changed in court; from "fraud"

on part of assessor, to "clear,

cogent, und convincing evidence."

--A reduction of the interest charges
ondelinquent taxes to 57. for the
first $500. 107. for the rest.

--An exemption for elderly taxpayers,
with carefully-drafted qualifications.

--An authorization for the assessor
to inspect books and other records
". .necessary for appraisal of the
property", including such data as
purchase and sales figures, and
information on additions and improve-
ments.

--The establishment of a "property-tax
advisor", unaffiliated with theissess-
or's office, to assist taxpayers on
appeals. (The legislature made esta-
blishment of this office optional for
each county, rather than mandatory as
WETA had proposed.)

--Qualifications for assessors and
their assistants and deputies, inclu-
ding a state-administered examination.

--The establishment of a permanent
property-tax study committee of the

state legislature.

--Ceilings for annual increases in
property tax levies, determined as
percentages of past levies.

To WETA, these reforms arc just

the beginning. In addition to working
for enactment of certain provisions
which the Governor vetoed, it hax in
view such proposals as:

--A state income tax, specified per-
centages of which would be used to
ease the burden on certain existing
taxes, such as the property and sales
levies.

--Exempting or allowing credit for the
external heantification of ilomes.
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--Subjecting stocks, bands, and invest-
ment certificates to property taxes.

--Taxing mineral rights held separately.

--Requiring that all exemption laws be
reviewed annually by the legislature,
and requiring all property owners
claiming exemptions to file with the
assessor annually full proof of their
continued eligibility for the axempt-
ion.

WETA's President McKenney also has
in mind a national taxpayers' organi-
zatiom which would both work for
reforms at the nationglevel, and pro-
v!de a mutual-assistance forum for
groups working for state and local
reform. He has written over 30 groups
that have been listed in this news-
letter to exchange ideas and possibly
to lay the groundwork for such an
organization.

An experienced parliamentarian, Mk.
McKenney attributes much of his effect-
iveness to an understanding of organi-
zation and procedure. 14E:TA's articles
of incorporation and bylaws are avail-
able from him for use as models by
other organizationa.

Those desiring more information
about WETA should write:

Mr. C. Melvin McKenney, President
Washington Equitable Tax Association
12146 C St. South
Parkland, Washington 98444
Telephone (206) LE-7-8622

NEW INDUSTRY CAN HURT LOCAL
GOVERMENT

A study published in September, 1970
by the Economic Research Service of the
U.S. Department of Agriculture concludes
that rural areas may be more harmed thail
helped by the influx of new industry.
Called "The Impact of New Industry on
Local Goverment Finances in Five Small
Towns in Kentucky" (Agricultural Eco-
nomic Report No. 191), the study found
that in every case where towns had
lured new industry with tax concessions

or industrial development bonds, the
local government incurred more in
additional expenses than it gained in
revenue.

The Research Service selected five
towns in Kentucky with populations
under 5,000. Between 1958 and 1963,
at least one manufacturing firm em-
ploying about 100 persons moved into
each town. The study investigated
the direct tax revenue derived from
each industry and compared it with
the increased expenditures made nece-
ssary for water, sewage, and school
facilities. In every case, the expend-
itures were greater than the revenues,
even where the town did not float
development bonds or grant tax concess-
ions.

The study also concluded that there
may have been an even greater negative
fiscal impact if the companies had
brought in more outside employees
with school-age children. All the

industries obtained over 907. of their
employees from the heal area. Thus
they brought no great influx of new
population demanding more goods and
services. In one case, the company
brought in only one new family with
two school-age nhildren. Still, the

school distriat ineurred an annual
net loss of $898.

Flemingsburgh, Kentucky was one of
the towns studied. In 1959, a sub-
sidiary of a large corporation
(unnamed in the report) moved into the
town. The firm (a manufacturer of
auto trim) neither requested nor re-
ceived any local government assistance
for financing the acquisition of land,
construction of the building or pur-
chase of the equipment, nor did it
request any tax exemptions.

In contrast, when a shoe manufacturing
plant (also unnamed) moved into Flem-
ingburgh in 1966, the city issued
$250,000 worth of industrial revenue
bonds to finance land acquisition and
buiIding construction. As a result,
the city owned the land and buildings,
making them exempt from real property
taxes. In addition, the city granted
the company a five year exemption from
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personal property taxes.

Each of the new companies brought
in fifteen managerial and supervising
employees, with an accompanying
increase of fifty children in the
local school system.

The auto trim manufacturer paid
$2592 per year in taxes. Because of
the tax concessions, the shoe manu-
facturer paid only $46 per yemr. The
auto company cost the school and city
districts $2862 in additional ser-
vices, creating a net fiscal deficit
of $170 per year. The shoe manu-
facturer's additional costs were
$3,400 per year, creating an annual
deficit of $3.371.

Even if the private economy should
benefit from the increased employment,
it would appear tha towns would con-
tinue to be losert, since they lack
the power to tax personal income
(the study however did not explore
this point).

Copies of the study sre available
at no cost from the Economic Research
Service, U. S. Department of Agri-
culture, Washington, D.C.

CLEARINGHOUSE OF LAWYERS. OTHER
PROFESSIONALS, AND STUDENTS ANNOUNCED

The Newsletter would like to begin
a clearinghouse. for persons with skills
needed in proparty-tax reform efforts.
The names of such persons would be kept
on file and given to nearby citizens
and groups whs request them. Lawyers,
appraisers, rtaltors, planners, econo-
mists, students, and persons with
related talents who desire to be listed
.in this clearinghouse are requested to
submit their name, address, phone nuMber
and a brief account of their experience
and skills. Please indicate also if
you would prefer not to be listed in a
forthcoming Newsletter.

WALLINGFORD. CONNECTICUT--WHERE THE
RIGHT TO KNOW IS NO RIGHT TO KNOW

Under a much-heralded state law,
citizens of Connecticut are supposed
to have the "right to know"; that is,
the right to inspect all public records
and documents. But when property tax-
payers of Wallingford, Connecticut,
(pop. 35,801) tried to avail them-
selves of this right to see if they
had been assessed and taxed fairly,
they found the record books to be
effectively closed.

The citizens had become aroused
over a controversial reassessment
done by the United Appraisal Company
of East Hartford, Connecticut. While
the assessments and tax bills of most
homeowners had gone up substantially,
the proportion of the total tax bill
paid by the town's industry had dropped
from 307. to 2. To see if the reas-
sessment had been above board, and if
they had any basis for an appeal, the
taxpayers asked to see the assessor's
records.

They were not given an outright
refusal. Instead, they were told
they could not see the records unless
*...he assessor was present. And the
assessor, it seems, was hardly ever
present. Taxpayers made repeated
trips to his office, to no avail.
One signed an affidavit that she had
been there twelve times. Each time
she was denied the records because
the assessor was not there. An
assistant to the assessor said that
normally he was in the office less
than half the time, and that he left
no instructions as to how he could
be reached when he was away.

(Even if the tmayers had gotten
to see the records, however, the
benefits would have been limited. The
assessor's office provides no photo-
copy equipment or service, and it does
not allow cameras. So to use the
lengthy assessment rolls and "field
work sheets", citizens would have had

* to transcribe them by hand.)

Meanmbile, the sixty-day period
for appeals w&s running out, and the
taxpayers had no way to discover if
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they had a factual basis to file one.
And under Connecticut law, there is a
stiff penaltr for anyone who appeals
without having a factual basis. So,

with the assistance of the Connetticut
Earth Action Group, a public-interest
organization being established with
help from Ralph Nader, a group of
taxpayers sought a court order to
extend the appeals period until their
right to see the asnessment records
had been honored. The judge turned
dawn their first petition, saying
he needed to be shown he had the
power to grant such an extension.
When the taxpayers' attorney appeared
the next day--the last of the 60 day
period--with the requested brief, the
judge again denied the petition,
saying he had forgotten his glasses
and couldn't read it.

Several taxpayers filed appeals
without having seen the records, and
others may join them in a class
action later. In addition, Walling-
ford residents and the Earth Action
Group intend to investigate the
indications of misdoings which arose
there during the reassessment contro-
versey.

21

NOTICE REGARDING CONFERENCE PROCEEDINGS

The May, 1971 Newsletter announced that
there were available copies of the pro-
ceedings of the Conference on Property
Tax Reform, held in Washington, D. C.
last December twelfth. (The proceedings
appeared in the May 10, 1970 Congress-
ional Record at page E 4147). The

response to this announcement was
larger than anticipated, and our supply
temporarily ran out. As soon as the
Newsletter can secure more copies of
these proceedings it will send them to
those whose requests have not yet been
honored, and to any others who would
like to request copies. (All requests
should include a stamped, self-addressed
envelope, please).

CORRECTION

The last issue of the Property Tax
Newsletter stated at p. 3, col. 1,
that James R. Laird, President of
James R. Laird & Associates, an
Appleton, Wisconsin appraisal and
engineering firm, is the brother of
Secretary of Defense Melvin Laird.
Mr. James R. Laird has informed the
Newsletter that he is not a relative
of the Secretary of Defense.
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A REQUEST TO CITIZO GROUPS

The Newsletter would like ascertain how it can be of greater help to
citizen groups and organizations working towards property tax reform. To

this end, it needs to know more about them. Representatives of such

groups are requested to answer the following questions, and to provide
any other information or remarks thought to be helpful. (Individuals are

of course also urged to share their views and comments with the Newsletter.)

Name of Organization:

Address:

Chief Officer:

Qualifications for Membership (if any):

Number of Members:

When Founded:

Source(s) of Funds:

Approximate Annual Budget:

Do you publish a Newsletter?

*Have you issued any reports?

Phone:

Is he paid?

of Active Members:

Frequency of Meetings:

Subscription price:

If so, please list titles, year,
and prices

Have you endorsed any political candidates:

Arc you affiliated with any other organization: If so, please list

*brief description of activities and achievements to date (including law

suits, disclosure or public information, reforms, and the like):

* What are the most important issues and difficult problems confronting your
group at this time?

*How can Tha Newsletter be more helpful to your Group?

*Use a separate sheet, if necesaary.
If you wish to fill out this questionnaire and use the order form
on the reverse side, please make a facsimilie of the latter.
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NADER'S REQUEST FOR CONGRESSIONAL INVESTIGATION

The Honorable Edmund S. Muskie
Chairman
Subcommittee on Intergovernmental Relations
Committee on Government Operations
U.S. Senate
Washington, D.C.

Dear Senator amide:

9 August 1970

As you know, the Subcommittee on Intergovernmental Relations
has a responsibility, according to law and its annual authorizing
resolutions, to rexamine, investigate, and make a complete study
of intergovernmental relationships between the United States and
the States and municipalities, including an evaluation of studies,
reports, and recommendations made thereon and submitted to the Congress
by the Advisory Commission on Intergovernmental Relations pursuant to
the provisions of Public Lau 86-380, approved by the President on
September 24, 1959, as amended by Public Law 89-733, approved by the
President on November 2, 1966." Judging by the reports submitted to
the Subcommittee by the Advieory Commission on Intergovernmental Rela-
tions (ACIR) and by thn repeated concerns for adequate local revenues
expressed by you and the Subcommittee members over the past decade,
there aro few issues more important to the Subcommittee than the
status of the pzeperty tnx. Yet over the same decade, there were few
issues subject to so little Subcommittee attention and investigation
than the property tax--the source of about 407. of local general revenue
frcm all sourcee.

Most would concede that considerable political courage would be
involved in any Congressional coumittee investigation of the nature,
assessment, incidence and administration of the property tax in this
country. But the undertaking is necessary nevertheless and your
Subcomaittee is in a prime jurf-adictional axe-ate do so. I should

like to set some reacons for this belief for your consideration
and comment.

State and local expenditures have at least doubled since the
founding of your Subcommittee a decade ago. Analyats project that
state and local governments will have to raise a total of $300 billion
in the next three years. Property taxes produced revenues of
$33,556,000,000 for state and local governments in 1969. Despite
predictiona of its decline in importance, the property tax has displayed
significant elasticity or responsiveness to both national economic growth
and local revenue nneds. However, property tax revenues are not keeping
up with the expenditures of state and local governments. This is worri-
some for more than the obvious reasons; the property tax revenue is a
major determinant in the ability of local governments to finance public
education, hospitals, municipal facilities. It is also a yardstick
for how much additional state and federal assistance is needed. Moreover,
as economists have pointed out, the tax affects the cost and use of
housing and land., the allocation of private resources and can become far
more regressive in practice than in the theory espoused by state con-
stitutions.

It is in the area of property tax administration that your Sub-
committee can be most helpful in bringing the facts together for an
entire nation to obtain a more corprohensive view of what some 80,000
separate local governmental jurisdictions depend on for revenue. There
is no doubt whatsoever that the grossest inequitiee. discrimination,
illegalities and incompetence prevail on a scale beyond the episodic.
It is important to notn that, unlike sales and income taxes, property
tax liabilities for the average not-well-connected taxpayer are not
initially determined by taxpayers but by assessors who are elected, for
the moot part, in highly partisan rather than professional contexts.

21.
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Add to these contexts the camouflaging capacity of valuation and assess-

ment advocacy by corporate advocates operating well out of public visi-

bility and the interlocal and interstate property tax competition

induced by tax -shopping industries and the backdrop for profound and

unbridled abuses becomes clearer.

Consider the requirement in many state constitutions that taxes be

levied at uniform rates against the reality of wildly preferential as-

sessments both inter- and intralocelly. This practice has been so no-

torious that the most restrained scholars have, seen fit to use strong,

normative descriptions. For example, in a 1963 report by the Advisory

Commission on Intergovernmental Relations (ACIR) whose activities are

the Jurisdictional concern of your Subcommittee, it was stated:

'A somewhat exclusive characteristic of property tax adminis-

tration is that few officials feel under obligation to enforce

the tax law as written. In some States, in fact, amaiance
by the assessors with the constitution and statutes would be a

cause for general consternation. The average assessor makes

himself a sort of one-man legislature.'

In a report by ACIR releasee three years ago, it was declared:

"In brief, the practice of 'negotiating' industrial tax
assessments can produce both a highly discriminatory tax

system and a corruptive administrative environment."

Again,'in a' 1969 report, ACIR'stated its concern for the."evasion

and condoning.of evasion [which] are so widespread as to make Such laws

a tax on integrity" and noted that "the extent to which some personal

property tax laws haVe beomce legal fictians is notorious." .

Suchromientaries are not restriCted to ACIR reports bUt are. ,

characteristic of many property tax scholars and ad hoc state commissions

of inquiry.

The extent to whiCh large business properties fail'to pay their.

proper share of the property tax, given stated assessment ratios, is a

national scandal of corruption, industrial extortion toward local com-

munities, and-discriminatory bnpact on the small' business and home owners

who have to-pay the,bills., Nothing short of a,federal'bumstigation can

begin to aigcloserhe abuses which have woven,i,firie,web of mutually,

implicating relationships.between-business and gavernmintoffiCials.'.

Some examples of the most serious underpaymenta. Of Property taxes

can illustrate tharbillions of dollare'of local pr7perty tax revenues

are being lost 'to local commbities.through-the abuses and evasions of

large business'prolierty holck.-s'-above and.underneath rhe ground:
. ; . .

,

1.; In the Permian Basin of westlexis, some of the worlcVs.largest

oil andgas companies own-immensely:rich properties...whicharennderValued

by more than 50%. Since ihe local county and School .district are not

receiving-fair paymenta on-the,oil and gam,properties,.the'small bUsiness

man and the:owners of houses are paying nearly'One-rhirdmore in taxei io

meet.local revenue needs. .

.

.

. 2. The corporate owners of east Texas tiniberlands pay taxes that do

not remotely reflect the true'market value of their properties. ,Local,

governments and schools in these areas are deprived of millions of dollars

which they need to improve the services of health, education and other

facilities for their citizeno. Property taretion of timberland, in
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grossly undervalued treatment, is a pattern all across the nation from
Mhine to Georgia to the Northweat.

3. In Minnesota, taconite producers have taken InmdMeds of
millions of dollars out of thc state after extorting a shockingly low
tax rate from state authorities as the price of their production. The
profits for these companiessuch as Republic Steel and Armco Steel--
from thisproduction have been enormous. Yet the taxes on taconite are
one-third of the per ton state and local taxes on natural iron products.
Presnetly, the taconite production tax is ouly 134 per ton (it was much
lower a few, years ago). But a study by Stanford Research Institute for
the N.E. Minnesota Organization for Economic Education, released in June
1970, concluded that the tax could be increased to at least 504 per ton
without affecting the marketing position of the industry.

4. Much undeveloped but valuable land resources held by companies
are late in being nudered for the purposes of ts 'OS. For example, some
property in the Pmmdan Basin went unrendered for a number of years.

5. Special "industrial zones" receive special property tax treat-
ment in the most discriminatory manner. Through deliberate under-assess-
ments, these industries are not even paying the price of their own

.

pollution of the locAl comnunities, not to mention the failure to con-
tribute their fair property tax share to the educational and other needs
of the communities.

6. In a recent report (July 1970) by a team of West Virginia law
students, the shocking underpayment of property taues by the coal barons
was documented. Despite enormous profits on investment in this booming
sub-economy, the cool operators (many of them seel, oil and chemical
companies) have starved thnne poor areas r:f their rightful share. The
traditional underpayment of property taxes for oil, gas and coal has been
noted in the scholarly literature and reported in Dick Netzer's study of
the Economics of the Property Tax.

7. There are similar conditions obtaining in the copper mine areaa
of the country and in the discriminatory property taxation of large
agri-businesa holdings.

In these days of serious local revenue needs and discussions about
federal revenue sharing, yaur Subcommittee is in a unique position to
conduct the investigation needed to point toward the restoration of at
least $6 billion in lost property-tax revenues from large property and
subsurface'Mineral owners. Also because of the interlocal and interstate
competition which industries, old and new, throw states and localities
into, only a federal inquiry can do this job. Public Law 86-380'directed
the ACINtO recommend the "most desirable allocation'of governmental
revenues among the several levels of government" and suggest a 5zore
orderly and less competitive fiscal relationship(s) between governments."
ACIR has conducted a nuMber of studies in this regard but they have been
almost totally ignored. It is clear that your Subcommittee has not ful-
filled its mandatedmission in taking these reports and extending to
their data and judgments the facility and polimyjudgments of the Subcom-
mittee'. SUch a leadership'role is critical if--ore is evpr to be
rsano-.r:z1-1 :-.:.pr-itaxation, if all the legal revenues are to
be collected from the property tax, and if there is ever to be an opportun-
ity to restore the law to a level of integrity that commands respect and
rebnkes the dealing, the pressure and the corruption that haVe been its
administrative '...tdanark for.so long.
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(From the Gary Post-Tribune]

FOR A CLEARER STEEL TAX PICTURE

Because a situation has been left dormant for years is no reason that it inPot
stay that way. That truism seems particularly applicable to recent disclosur, .;
in this newspaper that for years United States Steel's Gary plants have, through
a "gentleman's agreement" or otherwise, been able to avoid literal adherence to
the city's and the state's building permit laws.

What is involved is not so much the permit fees themselves. While they amount
to a considerable summuch of which the steel company has paidthey are
relatively small in comparison with other potmtial revenue.

What is involvedless directly but more importantlyis tax valuation.
For years the steel company, for reasons of expansion, modernization and

correction, has been spending millions, probably hundreds of millions, in work on
its mills here. How many millions? The steel company has never said. Its blanket
building permit checks have been based on undetailed and unchecked company
estimates. Its public relations announcements of such projects have traditionally
omitted figures.

There would seem to be a reason. By glossing over or hiding the actual figures
the company can make a report on the value of its property which often repre-
sents less than may have been paid for actual improvements, let alone past in-
stallations. Asses:ors' office employes have been as technically unable to docu-

ment a challenge to these figures as have city building department employes.
That could open the way for the steel company to pay considerably under its
fair share of taxes. That in turn would place that burden on the homeowners,
smaller businessmen and other taxpayers.

Now the steel company could have some arguments and explanations in de-

fense. First, it is next to impossible for relatively low-paid employes of the
building department and assessor's office to challenge figures provided by bat-
teries of experienced engineers on the costs of steel construction. Second, de-
predation is in itself so complex a study that challenging mill figures would
raise another considerable problem. Third, much of the industry's expenditure
on improvement is for equipment which may not be subject to building permit
fees though which should be sabject to personal property tax. Fourth, a large
part o-' the improvement has been in part for combating of pollution for which
tax writeoffs are often allowed, though often at the same time also for more
efficient, more economical operation.

None of that, however, constitutes a reason why the steel company should be

exempt from a routine ordinance such as that regulating building permits, and
from similar state laws.

We trust the city will follow through on the effort it initiated i» 1968, then
let lie, to enforce the building permit ordinance as it may affect the steel com-
pany just as It does where others are involved. We hope the state does the same
thing.

The permit revenue could mean something. The possibly more accurate tax
valuation picture should mean much mere.

[From the Gary Post-Tribune]

PLUMB QUITS GARY CHAMBER OF COMMERCE, HITS SANITARY
BUDGET CUTS

(By David C. Allen)

Gary City Engineer Mahlon J. Plumb anuounced his resignation from the
Greater Gary Chamber of Commerce today, charging it no longer has the best
interests of the city at heart.

Plumb, a part-time city official associated with the Ross Township Engineer-

ing firm of Plum, Tuckett and Hubbard, Inc., is a past president, vice president,
secretary, committee member and committee chairman, as well as a current
director of the chamber.



1

8046

He said he resigned after the chamber Tuesday renewed objections to the
Gary Sanitary District's 1971 budget at a hearing before State Tax Board repre-
sentatives in Crown Point.

Plumb, one of three members of the sanitary district board, defended the
district's original budget as an uninthited version of exactly what it needs.

Sanitary District Supt, F. Leonard Coventry, who also was at the press con-
ference, announced Wednesday he will quit if money cut by the Lake County
Tax Adjustment Board isn't restored.

At issue are cuts of $1.3 million in the fund from which bonds are paid and
$331,000 in the accounts that finance current operations.

If those cuts are upheld by the State Tax Board, the final authority on local
budgets. the district will be crippled. Plumb said.

Plumb criticized chamber and U.S. Steel tax researchers for short-range
thinking in depriving the district of operating funds.

For one thing, merchants who are members of the chamber aren't being paid
promptly in their sales to the city because units of city government run short
of cash, he said.

The chamber also confuses year-end appropriation balances with actual cash
on hand, the engineer said, although local governmental units haven't been
receiving as much revenue as full collections of appropriated money would bring.

Plumb said chamber recommendations accepted by tax review agencies leave
the district short of funds to meet bond principal and interest payments that
fall due each Jan. 1.

And he quoted U.S. Steel's Phillip MeParren, once the chamber's tax specialist,
as explaining that the district can borrow to meet those payments at cheaper
rates than U.S. Steel can borrow.

U.S. Steel's savings would be just $4,000 if the distri-A borrowed instead of
levying the cost of an operating balance on U.S. Steel and other property owners,
Plumb said.

Reforms made in sanitary district onerations since Mayor Richard G. Hatcher
took over the city administration in 1906, Plumb said, are in danger of being
scuttled by actions of the county and state tax reviewers on advice of the
chamber.

That includes modernization of the sanitary district treatment plant, which
he said was built a few years ago "at great expense" and still doesn't work.
That modemization calls for a $12 million project, only a quarter of it local
money, he said.

Also in jeopardy, said Plumb and Coventry, is a $155,000 sewer to serve the
new Northeast Elementary School scheduled at Park Street and Ash Place.

Coventry expressed no optimism that the State Tax Board will heed his
appeals to restore budgets of $1.5 million for operating and $2.7 million for
bonds.

He said he has written the tax board members stating reasons the city needs
the entire budget, but otherwise is leaving the matter in the hands of the
Indiana Stream Pollution Control Board.

That board has mandated phosphate treatment facilities in Gary by Decem-
ber 1972, among other things, the superintendent said.

He said he will be available to speak at any time with the tax board should
the state pollution ageney make an appointment involving the matter.

Also available, Plumb said, will be the League of Women Voters, the Gary
unit of the American Association of University Women and the Community
Action to Reverse Pollution (CARP) committee.

Plumb said his resignation was submitted with regret, as he said the chamber
membership includes many fine people. .

He added his public condemnation of the chamber came only after he worked
hard to avoid the "drastic" step.

[From the Gary Post-Tribune]

MILL-CITY DISPUTE HARDENS

By George Crile

J. David Carr, superintendent of Gary Steel Works, feels the proper place to
settle the dispute between the city of Gary and Gary Steel Works over building
permits might be the courts.
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A lawsuit apparently is the only path left to city officials now if they don't
agree with his interpretations of Gary Works' responsibilities in the matter.

Unlike other firms and individuals in Gary, U.S. Steel does not obtain build-
ing permits from the city building department. It does pay fees of the permits,
but these are based exclusively on its estimates and have been challenged by
the Hatcher administration.

City building inspectors are not granted free access into the mills and do not
conduct investigations there as with other businesses.

Carr maintains, -Gary Works is located outside the Gary Fire District and
thus doesn't fall under the 1962 building code ordinance."

The current controversy over building permits is "an honest legal difference of
opinion," he said.

Referring to Gary Mayor Richard G. Hatcher, Carr said : "Just because some-
one all of a sudden is elected to office and says you're guilty . . . all you can say
is who does lie think he isflaunting history and the legal opinion of our
lawyers?"

Shortly after coming into office in 1968, the Hatcher administration reversed
the policy of previous city administrations and insisted U.S. Steel in Gary con-
form to the city building permit laws.

Negotiations were initiated in 1968. They were allowed to break off about a
year ago but now appear about to resume.

Spokesmen at U.S. Steel refused to com.lient on the general question of building
permits prior to the publishing of a Post-Tribune investigation in late October.
After the article was published, public relations representative Bancroft Yar-
rington said no comment would be possible until copies of the article had been
sent to the company's main offices in Chicago and Pittsburgh.

A letter from the Post-Tribune sent to former Gary Works Supt. George
Jedenoff, asking assistance in getting a response to the investigation, was for-
warded to Carr and an interview was then set.

The interview took place in Oarr's office, just inside the main entrance to Gary
Works. He was joined in the interview by U.S. Steel's Chicagtebased lawyer, War-
ren C. Horton, Chif Engineer Arnold Beyer and a public relations representative,
John Daley.

Carr offered the interviewing reporter "a little philosophy" of the company.
"We stand on this philosophy: We never violate a law, a statute or an ordi-

nance," be said.
"I wouldn't be sitting here in this chair if I weren't an honest man," he added

later. "We may have a difference of interpretation of the law, but that's why we
have such knowledgeable legal counsel," be said, gesturing toward Horton.

Carr then had the lawyer run through the corporation's justification for not
conforming to the city's building permit laws.

"The original building code ordinance was adopted in 1926," Horton began.
"The fire limit ws established as ending at the Grand Calumet River. No one
at the time meant for the code to apply to industry north of the river."

"U.S. Steel has it's own sewer system, fire and police departments and medical
facilities," Horton continued. "Our legal position from 1926 through 1970 is that
we don't fall under the ordinance."

Horton stopped at this point. He noted, "It is not desirable to go forward with a
detaiied legal definition of our position because it might end up in 'court."

Carr said the corpozation's policy since 1953 of paying city building permit fees
in quarterly lump sums without having to take out single permits emerged as a
compromise over a "divergent legal opinion as to the application of payments"
to the building code ordinance. The payments have always been made with the
understanding they are "without prejudice to our position. That is the key,"
he said.

He said the company doesn't in any way acknowledge an obligation to con-
form to the building code ordinance through its 17-year history of making pay-
ments for fees.

"We'll pay the fees, but only if it doesn't jeopardize our position," he added.
On the topic of U.S. Steel's relationship to the Indiana Administrative Building

Council (ABC), Beyer said he didn't believe The Post Tribune figures, which
stated that more than $30 million in construction had been undertaken at Gary
Works without state permits since 1962, were accurate.

While denying the general figure, Beyer acknowledged the Basic Oxygen
Process Shopa project started around 1962 ^.nd costing many millions of
dollarshad not received a permit from the ABC.
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Carr complained several times about The Post-Tribune story.
"How far can you push me?" he asked. "I'm not astang for a tight with the

paper, but a newspaper is a businessit doesn't exist in a vacuum. It's got to
have a relationship with U.S. Steel. What would happen if it were to lose money?
You ever heard of that?"

Carr said such disputes as the one over building permits should be settled in
court. He complained that The Post-Tribune article made U.S. Steel appear to be
"dealing under the table,"

"Unfortunately, judges and juries read newspapers and watch TV," he said.
Carr concluded the interview with a warning to The Post-Tribune.
"Ahnost 35,000 people make their living from U.S. Steel in Gary," he said. "Our

business makes the city and also makes the paper."
When asked to elaborate on this point, Horton intervened : "I think what we're

all trying to say goes back to a statement by the founder of the city, Judge Elbert
H. Gary. 'Our policy is to be a good citizen in the community we reside in.' "

The interviewer was over the reporter about to leave Carr's office when the
superintendent repeated a point made earlier : "This corporation was started 70
years ago. The city depends on it and so does the newspaper."

[From the Gary Post-Tribune]

SUIT CHALLENGING METHOD OF ASSESSING AWAITS OIC

By George Crile

Gary Mayor Richard G. Hatcher is considering committing the City of Gary to
a lawsuit challenging the present statutory method of assessing property in
Indiana.

The research has been completed and the suit awaits Hatcher's go-ahead. The
Lawyers Committee for Civil Rights Under Law, a Washington-based public
interest law firm, has been working several months preparing for the suit. A
request from Hatcher resulted in the firm assigning two lawyers full time to
the case.

Although the potential suit will probably be aimed at the general question of
assessment practices in Indiana, the real target of the legal challenge would be
what the Hatcher administration and other local observers feel is the under-
assessment of U.S. Steel's properties in Gary (and the correspondingly high
assessment of other properties). Another possible target of the suit could be the
Calumet Township assessor, Thomas Fad2ll.

The lawyers committee is providing its services without charge but the city
would still incur about $20,000 in local costs. Hatcher is holding off on his decision
while he seelrs a fundine source among nrivate foundations.

The Gary School Board considered joining the city in the civil suit but conflict-
ing opinion among board members prevented the move.

The threatened lawsuit is the latest in a series of initially attention-getting,
but so far fruitless, moves on the part of the Hatcher administration to challenge
U.S Steel's assessment.

With considerable fanfare in 1968, city hall officials, citing a 1906 state statute
for legal justification, tried to force U.S. Steel Corp. to turn over its Gary Works
books to the city so its tax assessment could be checked. The corporation's
lawyers, however, succeeded in gaining a temporary restraining order. The ap-
proach wasn't attempted again,

Shortly after that, Hatcher moved on a different front, demanding that the
corporation start to take out building permiti in the same manner as other indi-
v:duals and firms in the city. U.S. Steel bad adopted the practice of paying for
permits but not taking them out and not granting city building inspectors free
access to inspect the facilities.

By state law, the mayor of a city is required to provide the township afressor
with building permits on a monthly basis to assist him in determining the fair
market value of the properties be is assessing.

Gary city administrations bad been in violation of this state statute in regard
to U.S. Steel property for years until the Hatcher administration broke precedent
in 1968 and insisted on compliance from the corporation.

Once again, an halal drive was qukkly dissipated. It has been two years since
the issue was raised and nothing has been resolved.
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Recent public statements by U.S. Steel officials, however, make it clear that the
corporation won't take out building permits unless ordered to by a court of law.
This is apparently a company policy for all of the corporation's steel mills
throughout the country.

The Lawyer's Committee has offered to take oi . this case for the City of Gary
as well, and Hatcher has indicated the city intends to take U.S. Steel to court
over this ease even if it doesn't follow through on the larger question of the as-
sessment practices in Indiana.

[From the Gary Post-Tribune]

ASSESSOR 1:ERS EXPLAINSCCC, INLAND ARGUE "TAX BREAK"
CHARGES

By George Crile

Inland Steel Co.'s East Chicago plant is receiving a yearly tax break of $20
million, the Calumet Community Congress (CCC) charged today.

The CCC released the results of a two-month study of East Chicago steel mill's
assessment to The Post-Tribune this morning.

Representatives of the CCC's taxation committee said they would make these
charges in person this afternoon at Inland's annual share-holder's meeting in
Chicago.

The steel company today rejected the CCC conclusions in a statement by its
chairman, Philip D. Block, Jr.

John Sargent, a veteran employee of Inland and the first president of Steel-
workers Local 1010 (in 1937), will read off the results of the CCC's investigation
at the meeting. Sargent is a member of the organization's tax committee which
conducted the assessment probe.

North Township Assessor Jobn Pers is charged with the responsibility for as-
sessing Inland's East Chicago plant. But Pers refers questions to the State Tax
Board.

"They have assured the responsibility," he told The Post-Tribune. "We've raised
the mill's assessments in the past, but they always finalize it against our wishes."

State Tax Board President Carlton I. Phillippi, saying he didn't have "all in-
formation available," declined to comment immediately on Pers' statement or on
the hoard's role in assuring the steel mill.

The CCC's $20 million figure was computed with the use of a formula for de-
termining the net worth of steel mills. The formula, published by Fortune maga-
zine, is used by insurance companies to determine the replacement value of capi-
tal equipment needed to produce certain volumes of steel.

The insurance company formula calls for $350 of capital equipment to produc2
one raw ton of steel. Another formula, given by an executive of Republic Steel
Corp. to a Chicago newspaper recently, put that figure at $300. It is this figure
that the CCC used.

The Harbor Works produced more than seven million tons of raw steel in each
of the last three years, and according to Inland's 1970 stock prospectus, the com-
pany's East Chicago plant has an annual steel making capacity of about 7,700,000
tons.

Applying the more conservative $300 a ton figure to the more conservative
output figure of seven million tons, the CCC came up with a true cash value for
the Harbor Works, before depreciation, of $2,100,000,000.

From this total, the CCC then subtracted $100 million for write-offs on such
expenditures as antipollution equipment, and allowed a depreciation figure of $1
billion, or 50 per cent of the company's capital investment.

The assessed valuation then, under state law according to the CCC, should be
$330,000,000.

This contrasts with Inland's $105 million assessment for 1971.
Blocks' answer said in part: "Our Indiana property assessments are made

by the statutory government agencies, namely the township assessor, the county
board of review and the lqate Tax Board, which makes the final determination
of proper assessed value. In doing so, the board is legally entitled to audit In-
land's books and records to verify the return....

"The Calumet Community Congress has on several occasions alleged that
Inland's Indiana Harbor Works at East Chicago is underassessed. Yesterday,
while its representatives were meeting with conipany officials to inforni them-
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selves on how Inland's tax assessment wits made, and to seek answers to a series
of questions in this respect, their al:''.fations were being distributed to the news
media.

"We reject their assertions, which are grossly erroneous and naive. They are
based on inaccurate interpretations of state regulations governing property taxes
and the use of completely inapplicable figures.

"In referring to the cost of recent property additions, as weil as theoretical
plant values, as their suggested basis for deternlining the assessment, they do not
give proper recognition to these pertinent factors :

"First, that book value is the starting basis used for determining business
property assessment. and not replacement cost or other theoretical valuations.

"Second, that there is then deducted federal income tax depreciation, which in
Inland's case is greater than book depreciation.

"Third, that real property and personal property are assessed under different
procedures.

"And fourth, under Indiana laws and regulations certain adjustments are al-
lowed, including the exclusion of air and water purification facilities. adjustment
for economic obsolescence and a GO per cent reduction in assessed value for new
facilities in the initial year of operation."

Inland's tax bill is arrived at by applying East Chicago's tax rate, which was
a little under $10 per $100 of assessed valuation, to the plant's assessed valuation.

This results in a CCC-computed tax bill of $30 million, as opposed to Inland's
actual tax tab of approximately $10 million.

Sargent is expected to call for the corporation to pay $100 million in upaid
ba ck ta xes.

The CCC connnittee membership is made up predominantly of steelworkers
with a few students and teachers. Staughton Lynd, a well known historian and a
former Yale University professor is also a member of the committee.

[From the New York Times]

U.S. STEEL GARY WORKS HAS TAX "TROUBLE"

PortageUnited State Steel's Gary Works general superintendent said Friday
his company has tax trouble.

"Gary's overtaxing us," J. David Carr told a news conference at the Holiday
Inn in Portage, adding the Gary Works pays twice as much taxes as any other
Northwest Indiana firm.

"They say a steel company is capital intensive low yield operation and they're
right," Carr said. "That means it takes a lot of investment to make a little
moneyand that's just what we're makinga little money."

He said last year's third quarter business paid 02 cents a share. At least 60
cents went to shareholders and 2 cents back into the company.

"If it sounds like we're crying 'poor mouth,' that's just what we're doing,"
Carr added. "We're facing hard times."

U.S. Steel pays the largest percentage of Gary property taxes, he said. "As
long as we are, we want people to understand true facts about our situation."

The major problems faced by the company are excessive property taxes and
how to remove pollution from its coke plant. The coke provides fuel for furnaces.
It's an essential ingredient in the steel-making process. A steel mill cannot func-
tion without it.

Carr admits Gary Work's coke plant is one of Gary's major air polluters, and
that U.S. Steel is faced with possible state and-or federal legal action forcing its
shutdown if the company doesn't clean it up.

"At present there is no known technical method for controlling this kind of
pollution," he explained. " We're trying to stop it. We have the largest battery of
pollution control devices in operation of any steel mill in the area."

But there is no substitute for solving scientific problems with scientific research,
he added.

"When science finds a method, we'll adopt it," Carr said. He did not say whether
U.S. Steel has approached the federal government for aid in finding a solution to
coke plant pollution. But another comPany official later was more specific.

"The federal government doesn't know any more about how to beat the prob-
lem than we do," he said. "Where Gary property taxes are concerned, the city is
going to have to realize that it can't expect this company to spend millions on
pollution control equipment without a break on local taxes."

U.S. Steel can spend $20 million on pollution gear, without ever realizing a
single penny return on it, he added.
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"By the time that equipment began to age and we had to get rid of it, we couldn't
sell it to anyone or give it away. That $20 million is gone," He said U.S. Steel
doesn't have that kind of money.

[From the Chicago Daily News]

INLAND STEEL ASSESSMENT UNDER ATI'ACK

A community group charged Wednesday that the Inland Steel Co.'s huge In-
diana Harbor Works is underassessed by some $200 million.

Spokesmen for the Calumet Community Congress (CCC) planned to level the
charges at the steel company's annual stockholders meeting Wednesday afternoon
in Chicago.

The CCCa 6-month-old confederation of 42 community groups in the Lake
County (Ind., ) areasaid the steel plant is assessed for tax purposes at one-third
the level at which it should be valued.

The community organization said tax records show that the company's assess-
ment for business tangible personal property and real estate is only $105 million.

Standard economic analysis procedures used by the steel industry itself indi-
cate, hovever, that the assessment actually should be more than $300 million, the
CCC contended.

More important, the group charged, the company's own estimate of $59,735,673
for the 1969 value of that propertywhich Indiana review officials later raised to
$74,062,280came during a year when Inland president Philip D. Block said the
company had made "a record high $148 million capital investments."

CCC pointed out that the Indiana Harbor Works, in East Chicago, is Inland's
only steel works. And, according to company publications, the plant received most
of the capital investment.

Yet during that year, the valuation set by North Twp. Assessor John Pers ac-
tually decreased by $9.5 million, from the $83,538,630 total set by the Indiana
Board of Review for 1968.

CCC spokesmen further pointed out that for 1969, Inland dropped its own
estimate of its business tangible personal property from $70,475,305 to $59,735,673,
despite the huge new capital investment.

Pers, was not available for comment on the CCC charges.
And a spokesman for Inland Steel said the company would not comment until

it had a chance to study in detail the CCC charges.
Lake County (Ind.'s) system for assessing real estate and personal property

differs significantly from the system used in Cook County, where Assessor P. J.
(Parky) Cullerton's practices have been under fire since last fall.

In Cook County and elsewhere in Illinois, the bulk of an industrial plant's
assessment falls in the category of "real estate" which deals with the land values,
the buildings and much of the stationary heavy equipment such as blast furnaces
and rolling mills.

But in Indiana, real estate taxes cover only land value and a building's struc-
tural shell. All other construction is covered as business tangible personal
property.

CCC said that during the last eight years, records show that Inland's real
estate assessment and its own estimate of the increase in its business personal
property assessment have increased less than $40 million.

Yet during the last five years alone, CCC said the company has installed, and
now has in production :

An 80-inch hot strip mill valued at $125 million.
An 80-inch cold strip mill valued in excess of $125 million.
Its number 4 Basic Oxygen Furnace, valued in excess of $70 million.
A new electric furnace, valued at $32 million.
If just these new facilities had been properly assessed, their total cost of

$352 millionassessed under Indiana's one-third-of-fair-value formulashould
have boosted the plant's assessment by at least $116 million, CCC contended.

The community group's officials plan to offer their critique through a series
of questions at the stockholder meeting, asking Inland officers what value they
place on various part of the plant.

The CCC charges represented the second attack this month by a citizen orga-
nization on the asessment of a major Chicago-area steel plant.

Two weeks ago, the Chicago-based Campaign Against Pollution (CAP), pre-
sented a detailed economic analysis charging that the U.S. Steel Corp ,'s South
Works, at 87th St. and Lake Michigan, has been undervalued by Cook County
Assessor Cullerton by more than $118 million.
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DECEMBER 4, 1970.

Mr. EDWIN H. GOTT,
Chairman, U.S. Steel Corp.,
Ncw York, N.Y.

DEAR MR. Gorr : The time has come for you to take personal notice of the dis-

astrous health, environmental, economic and social havoc caused by your cor-

poration in America's largest company-townGary, Indiana. Blessed by the
benign neglect of pliant government officials, United States Steel has pretty
much had its way for over sixty years. As you know, Gary was a city created
by the founder of U.S. Steel, Judge Elbert H. Gary. At the time of the founding
of the city, Judge Gary said that it was intended to "secure right living condi-
tions around a steel manufacturing plant." If that was the mandate of this com-
pany town, U.S. Steel's performance to date has been a miserable perversion
of that goal.

Gary enjoys the dubious distinction of being engulfed by air which is among
the most contaminated in the nation. While the Gary-Hammond-East Chicago
metropolitan area is about 56th in the nation in terms of population, it ranks
about 11th in the nation in terms of dirty air. The levels of air pollutionmade
up primarily of particulate matter and sulfur oxidescan only be compared to
such metropolitan areas as Newark, Detroit, Boston and St. Louis. These areas
have populations which range anywhere from three to seven times that of the
Gary-Hammond-East Chicago area. In the City of Gary itself, U.S.S.'s coke
plant and its subsidiary Universal Atlas Cement, each emit more than 200 tons
of pollutants every daymore than two pounds for each man, woman and child
in the city.

As you are well aware, the environmental violence perpetrated by your com-
pany goes far beyond aesthetic despoilation. City-wide averages of particulate
concentrations are over 130 micrograms per cubic meter (ug/m3) on an annual
average. Levels are even higher in parts of the city where plants are particu-
larly concentrated. The United States Department of Health, Education and
Welfare reports that at levels of only 100 ug/m3 persons over 50 years uf age are
subjee to increased death rates and young children are likely to experience
an increased rate of respiratory disease. At times readings in Gary have reached
or exceeded 400 ug/m3, levels which can only be described as lethal.

While contaminating the air residents of Lake County breathe, U.S.S. con-
tinues to pollute the Calumet River with impunity. The 1965 federal conference
on the Calumet set forth an overly-lax implementation plan for the installation
of adequate treatment in the Gary facilities. Despite this extremely permissive
compliance schedule, a reconvened 1968 conference found that the Gary facili-
ties were hopelessly behind schedule. As has always been U.S.S.'s standard
practice in the environmental area, the company secured an extension on its
plan until 1969. It has also missed that deadline. Right now, the company is,
through the use of its indentured lawyers and technical personnel, stalling for
additional time. In the meantime the company continues its daily effluent of
thousands of gallons of phenols, cyanides and ammonia into the Calumet. As is
the case with air pollution, the company's coke works are the worst offenders.

U.S.S. has historically used favorable tax rules written and administered by
its minions in government to short-change the community which it owes 3o
much. Despite an investment of literally hundreds of millions of dollars in the
Gary works since 1960 (estimates range from 400 million to one billion dollars),
the assessed value of the Gary property has barely changed in these ten years.
The Gary works are actually assessed at a lower value for 1970 than they were
in 1965.

U.S.S. has perpetuated this tax evasion by submitting valuatiop statements
to assessors which stretch the credulity of objective observers. Nevertheless,
they have been accepted without question by accomodating officials responsible
for assessment. The company has also avoided public disclosure of the true value
of its property by systematic law-breaking designed to obscure the company's
true tax indebtedness to the City of Gary. Its hundreds of millions of dollars of
new construction has been carried out without complying with the city ordi-
nance requiring that the company secure building permits. While quite willing
to pay a flat annual fee in lieu of applying for the permits, the company has
steadfastly refused to comply with this most basic law. Its unwillingness to
risk the disclosures which a permit would require has been dictated by a desire
to keep the public from knowing the enormity of the company's undervaluation
for property tax purposes.
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U.S.S.'s tax evasion has taken its toll on the City of Gary. The city's fund for
educationprimarily dependent on property taxesis nine million doltars below
budget plans. Police, puulic health and other municipal services are also below
what they could be if the company shoutdered its tair share of the burden. The
increased revenue that has been generated in recent years has been raised largely
at the expense of the wage-earning taxpayer. Gary's small taxpayer is subsidiz-
ing the largest steel manufacturer in the world.

Of course, U.S.S. is not alone in the pattern of exploitation of the people of
Gary and Lake County. It is joined by its sister steel companies and other power-
ful industrial firms in the area. But U.S.S. is the leader in a tightly-controlled
industry centered in a tightly-controlled region of the nation. If there is to be
a citizen demand for corporate accountability, the people will obviously turn to
the Chairman of the United States Steel Corporation.

It is time for you to indicate a willingness to repay the unjust enrichment of
U.S.S. which has been exacted at the cost of the health and welfare of its neigh-
bors. You should be prepared to respond candidly to public requests for full dis-
closure of the information regarding the company's present operations and prac-
tices as well as its plans for the future. At such meetings you can tell the people
what portion of the over 200 million dollars in annual profits will be used to
counteract the increased incidence of disease, property destruction and deprecia-
tion suffered by your innocent neighbors.

Should you decide to examine conditions first-hand, I would be happy to
accompany you on this visit. Other matters of high finance no doubt take up a
large part of your time. But I find it difficult to imagine any corporate business
more important than a dialogue with the people of Gary in order that you may
witness what U.S.S. has wrought and what it could remedy.

I look forward to your reply and to hearing your ideas on how the company
can bridge the gap between its promise and its present callous performance.

Sincerely, RALPH NADER.

[Letter from Gary, Ind. Assessor to Business Taxpayers]
GARY, IND.

1966 SPECIAL INSTRUCTIONS FOR BUSINESS TAXPAYERS

Effective as of March 1, 1966, this office will look with favor upon an economic
adjustment (Form 106) upon inventories ; providedhowever that :

a. A Form 106 is filed.
b. The inventory adjustment of true cash value does not exceed 40% and

the final inventory assessment is no less than 20% of cost.
c. Full disclosure is made from the accounting records kept by the tax-

payer for federal income tax purposes.
An economic adjustment (Form 106) will also be looked upon with favor for

new machinery and equipment less than 3 years old. Because of the liberal fed-
eral income tax depreciation schedules on machinery and equipment no set guide-
line will be used by this office for machinery and equipment economic adjustments,
but each adjustment sought will be considered on the basis of the depreciation rate
used by the taxpayer and its merits.

Within the assessing laws of Indiana and the rules and regulations of the State
Tax Board, the above-mentioned guidelines have been adopted to make our busi-
ness and industrial assessment climate more favorable, and to help a taxpayer
reach a moral judgment to make full disclosure of his assessable property.

These "Fadell Guidelines" obtain only in Gary, Griffith and Calumet Town-

ship.
Your Friendly Assessor, Tom FADELL,

Calumet Township Assessor.
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[From the Wall Street Journal]

FISCAL FEUDHOMEOWNERS CHALLENGE BUSINESS TAX BREAKS
IN SOME COMMUNITIES

VALUATION PRACTICES AT ISSUE ; CRITICS COMPLAIN INDUSTRY INCREASES
MUNICIPAL COSTS

"We Comply With the Law"

By Danforth W. Austin and Jack Kramer
Augusta, Ga.When the local Committee of 100 talks, county and city officials

here usually listen. But sometimes they don't listen close enough. Then that arm
of the local Chamber of Commerce flexes its civil muscle.

A year ago, for instance, a new napery maker in town, Paper Products Inc.,
got a 1969 property tax bill for $3,539.64. That was based on a state requirement
that assessments on property should equal 40% of its market value. But that
was $2,879.98 more than the Committee of 100 had recommended Paper Products
be charged. Told about it, the Augusta-Richmond County board of assessors
agreed on a refund, and the check was written out.

Next time is won't be easy. A passel of angry individual taxpayers has gone
to court and got an injunction to stop 26 such informal tax breaks for new and
established businesses here.

Once widely tolerated, tax breaks for business and industry are coming under
sharper attack all over the country. Hard-pressed individual taxpayers com-
plain that those breaks can't help but boost their own taxes, for the money to
meet public budgets has to come from somewhere. And breaks to lure new in-
dustry are doubly unfair, they say, because new industries often increase school
crowding, road damage and water pollution, all of which in turn balloons the
cost of public services.
The business view

Corporate managers argue that tax breaks help promote prosperity by luring
industry, thus boosting local payrolls and retail sales. Even with the breaks, they
argue, businesses still pay plenty of taxes and are under no obligation to pay
more than they legally are required to. In fact, they can use any legal means to
reduce their burden.

So here in Augusta and elsewhere, citizens increasingly are responding by try-
ing to change or more strictly enforce existing tax laws and procedures. They're
challenging a variety of practices that tend to undervalue property for tax pur-
poses and create a supposedly unfair gap between rates paid by business and
by individual property owners. And they're questioning the aggressiveness of
local tax ascent the business view.

In Gary, Ind., Calumet Township assessor Tom Fadell says his biggest cus-
tomer in effect presents its own tax bill. That customer is U.S. Steel Corp.; which
supplies its own evaluation on its taxable property there, $540 million, on which
it pays taxes of $21 million a year. U.S. Steel won't furnish the township figures
on capital investments or depreciation schedules used to arrive' at that value
because, the company says, such data would aid competitors.

All this is no small fiscal issue in Gary, whose schools get half their budget
revenue from property taxes and now are nearly $9 million in debt. The issue is
naturally political, as well. Some people in Gary don't think assessor Fadell is
Pressing U.S. Steel hard enough.
"We comply with the law"

One of those people is Mayor Richard Hatcher, a reform Democrat who
politically is at odds with the assessor. Two years ago, Mayor Hatcher sent an
aide to examine U.S. Steel's books. The company got a court injunction against
an examination on the ground that Indiana law allows only tax assessors access
to its books.

And the assessor in Gary is Mr. Fadell. "I sent a CPA to Pittsburgh (U.S.
Steel's headquarters) ," he says, "and when he asked to see a capital investment
breahdown for Gary, they told him they don't break down figures by location."

To nmk.e the matter murkier, there's Los Angeles County, Calif., where assessor
Philip Watson says U.S. Steel does make such a breakdown, U.S. Steel explains
the apparent inconsistency simply "We comply with the law in both states."
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Another figure in the controversy is Gary finance adviser Arnold Reingold. He
says his own admittedly crude indirect calculations shows U.S. Steel has under-
valued its Gary property by at least $110 million. He figures that 14% of U.S.
Steel's employes are in Gary, and if the ratio of employes to taxable assets in
Gary is just average, then 14% of U.S. Steel's plant, equipment, parts, supplies
and inventories are there, too. Basing his calculation on balance-sheet figures for
those items from the 1969 annual report ($4.6 billion), he arrives at a value of
$650 million on U.S. Steers property in Gary.
Plant Depreciation and Land

Moreover, Mr. Reingold says, U.S. Steel's balance sheet (its statement of assets
and liabilities) values some assets at less than a tax assessor would value them.
Land is carried on the books at its, original cost. In Gary, he says, "Land bought
in 1900 is carried at ita 1900 price." Tax assessors, on the other hand, attempt
to base assessments on current estimated market value.

The balance sheet shows plant and machinery at its depreciated value. De-
preciation in theory reflects an asset's loss of value due to its wearing-out in
use. But standard accounting requirements determine depreciated values, and
those requirements don't necessarily correspond to price trends. For example,
plant and machinery that may be fully depreciated on the company's books could
have considerable econoniic, or market, value. In reply to all this, U.S. Steel
reiterates that "we comply with the law."

Depreciation accounting also is at issue in a tax hassle in Savannah, Ga. So
is low-tax industrial zoning. One Savannah industrial zone, created by special
act of the 1950 Georgia legislature, gives its chief occupant, a Union Camp Corp.
paper mill, fire protection and water from the city at a yearly rate of 5 mills (a
niill is equal to one-tenth of a cent) 'per $1 assessed valuation. Other city prop-
erty owners pay 25 mills, or 2.6 cents.

That has angered some individual taxpayers. The furor grew when they found
evidence that Union Camp had been getting other tax breaks. A local newspaper
disclosed that Chatham County had valued 109 acres of Union Camp land at $6
an acre. In theory that was the 40% of fair market value required by state assess-
ment rules. To fuel. the furor, the disclosure came about when, Union Camp sold
the parcel to the state parks department for $1,949 an acre.

G. Miner Peagler, Chatham County's chief tax assessor, raised the assessment
on Union Camp's remaining 6,000 acres to $2.6 million from $119,330. The com-
pany objected, and the assessment so far has been arbitrated down to $744,655.

Union .Camp denies it enjoyed preferential tax treatnient and warns that
higher taxes could hurt the company and the local economy: "It doesn't take
much more tax to bring things to a point where they're not profitable anymore,"
warns P. J. McLaughlin, the company's comptroller.

Union Camp's troubles are far from: over in Chatham County. "There's not
much we can do 'about that (industrial) zone," says Richard Beard, an indus-
trial developer. who..heads the Chatham County Taxpayers Association, "but
we can sure put an end to any other tax breaks given Union Camp."

Even Ralph Nader is thrusting himself onto the scene. He charges that Union
Camp and others have benefited from "tax bunco" conjured 'up by Chatham
County officials to create a favorable climate for business. Specifically, a Nader-
sponsored group 'attacks depreciation accounting at Union Camp. Though the
company pays taxeson a valuation of no more than $90 million for its.Chatham
County facilities, the group says, estimates obtained from other paper companies
put the current replacement value of those facilities at $375 million to $550
million.
Large Landholding

Across the country in California. The 100,000-member California Homeowner's
Association is attacking the assessment on 400,000 acres near Bakersfield owned
by Tenneco Inc., a major oil concern..Tenneco got the:land in 1967 when it took
over Kern County Land Co., and at that time the land was valued for tax:pur-
poses at $280 an acre. Even then, however, it was worth 10.times that, argues
John Nagy. president, of the association. .

Some other citizens think so, too. "Roughly speaking, Kern-was putting 1913
sales values on that land," says Howard Hawkins, .then a Kern vice president,
now a partner in Dean Witter & Co., the .San Francisco-based securities. firm.
According to Kern's former public relations chief, Robert W. Jackson, the land
was valued, privately .at $2,500 an acre by Dwight M. Cochran, then Kern's
president.
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Mr. Cochran declines to discuss the matter. So does Tenneco. "Now you're
getting into one of those areas where we can't comiment," says a spokesman.

Kern, however, did discuss the matter publicly in 1967. Faced with what turned
out to be an unsuccessful takeover attempt by another company, Kern ran an
advertisement in this newspaper saying that the other company "fully appre-
ciates that our 1.8 million acres of land are carried on our books at a fraction
of their market value." (Besides the 400,000 acres near Bakersfield, Kern owned
large holdings elsewhere.)
Valuation Is Tricky

Researchers for the homeowners' association say an analysis of tax records
indicates that the Bakersfield land now is valued at $265 an acreabout $15 an
acre less than in 1967. They say their analysis discounts the effect of reduced
assessments on land that California law, since 1967, has permitted to be placed
in low-tax "agricultural preserves." Kern County tax assessor Herbert Roberts
says he'll "bet a steak dinner" that assessments actually have increased on that
land, but he says he doesn't have the figures at hand.

Assessors point out that determining the value of large tracts is tricky because
they don't change hands often and, consequently, a recent market price isn't avail-
able. Also, they say, lower valuations on large tracts that haven't been subdivided
.(surveyed and mapped lot by lot) are justified because subdivision costs money
and because the land isn't readily marketable until it is subdivided.

Many small taxpayers are unsadsfied by such explanations.

[From the Atlanta Journal and Constitution]

RICHMOND COUNTY'S LURETAX BREAK FOR BUSINESS
By Ken Boswell

August, Ga.More than 10 years ago, a group of Augusta's leading citizens
looked around themselves and saw that their cityonce a thriving business
communitywas in danger of becoming economically stagnant.

The Savannah River Plant, located across the Savannah River in Aiken Coun-
ty, S.C., had brought on a booming economy for the Augusta area a few years
earlier. But, since then, nothing had happened to maintain the forward motion.

New industry, the leaders decided, would provide the necessary shot in the
arm. It would bring new jobs, increase the economic level, boost the tax income
and, in turn, elevate the activity for businesses already located in Augusta and
Richmond County.

But how, they asked, could they bring industrial expansion to their town?
Other cities, with just as much to offer, also were competing for new firms.

What August needed was a little something extra to attract new members to
their industrial commtmity.

The "little something" turned out to be tax breaks.
Let the industrialist know that, if his firm built a new plant in Augusta, the

tax rate will be as low as he would find anywhere, the local leaders said.
And so, the Committee of 100 was formed as an industry-seeking group.
A formula, contrary to state law, was worked out so that incoming industry

would be taxed at 12% percent of the normal rate for the first five years. The
Committee of 100 was authorized to negotiate with the firms and to offer the tax
concessionswith the approval of city and county government.

It didn't take long for the word to spread. Soon, industries were flocking to
Augusta and Richmond County. An industrial park, the Miracle Mile, was estab-
lished to give additional incentive.

Multi-million-dollar factories were built in Richmond County at an astound-
ing rate. There were Continental Can Co., Proctor & Gamble and Columbia Nitro-
gen Corp., to name fi few.

But somehow, the tax concession policy got out of hand. Before long, business-
men already in Augusta were asking for the same consideration given to the
newcomers who were locating in the area.

One of the first local groups to receive a tax concession was National Hilis
Shopping Center on Washington Road.

Chief Tax Appraiser Robert I. Brown, who was the city-county tax assessor
at the time the shopping center went on the tax books in 1966 received a letter
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from the county's board of tax assessors, authorizing the 12% percent concession
"for at least the ftrst ftve years after completion of construction."

Brown received another letter from the Committee of 100, giving the group's
approval to the tax shelter.

Another Augusta group built The Five Hundred Building, an office facility,
within sight of the city-county building a ,few years later.

A different type of concession was given for the multi-story building.
Gorham Boynton is listed as president of the Five Hundred Building, Inc., and

William A. Garrett, a member of the local Board of Tax Assessors, is secretary
and treasurer.

The Five Hundred Building was constructed on the corner of Greene and Fifth
streets, on property which had been a near-slum area. It replaced several dilapi-
dated buildings.

Under the tax shelter agreement, which was just for the year 1968, the owners
of th building paid taxes based on the value of the land and buildings which
wue on the lots before the office structure was built.

In that year, The Five Hundred Building's tax assessment was $31,900, and the
owners paid $1,180.30 in property taxes.

The following year, The Five Hundred Building was valued at $556,000, with
a standard 40 percent tax assessment of $222,400.

But, again the owners asked for some help on their taxes, and the value was
reduced to $400,000 with an assessment of $160,000. They paid $6,240 in property
taxes.

In 1970, the owners asked for the same assessment, but the tax value went up
to $170,000, and a tax bill for $6,800 was mailed to them.

But the Five Hundred Building, the shopping center and all the industries
aren't doing so well with their tax situation any longer.

In fact, many of the sheltered firms are now faced with astronomical increases
in their frxesthanks to a group of homeowners who took the county to court.

As a result of the suit, some of the 1970 tax bills were for 10 and 12 times as
much as the firms had paid the year before.

But that doesn't mean that the industries are giving up their money without
a fight.

[From the Atlanta Journal and Constitution]

RICHMOND COUNTY TAXPAYERS FOUGHT OVER TAX BREAK

By Ken Boswell

Augusta, Ga.Sometimes, the taxpayer is apathetic about his money.
Such was the case in Augusta and Richmond County for years.
Despite news stories in which local officials readily admitted that several large

industries and businesses were receiving the concessions, the public failed to act,
until 1970.

In September, a group of taxpayers finally took the county to court to contend
that almost every major industry which had come into the community in recent
years was paying less than its fair share of the tax burden.

All of the county's superior court judges disqualified themselves, and Justice
Walter C. McMillan Jr. of the Middle Judicial Circuit was called in to hear the
case.

According to Georgia law, taxes must be assessed at 40 per cent of the fair mar-
ket value of a piece of property. Many industries in Richmond County were pay-
ing 12% per cent of the "normal computed tax," according to City-County Tax
Appraiser Robert N. Brown.

In other words, the normal taxes due on a $1 million industry, assessed at 40
per cent of the market value and based on a 40-mill tax rate, should be $10,000.

But, using the formula outlined by the industry-seeking Committee of 100 and
supported by local government, the $1 million firm would pay $2,000. The conces-
sion usually was granted for a five-year period.

The same formula was applied to any later expansion projects at the plant.
Brown said that, at the time the suit was filed last year, 32 industries and busi-

nesses were receiving tax concessions.
On Sept. 23, 1970, Judge McMillan ordered all tax shelters removed from the

tax books.
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On Feb. 2, 1971more than four months laterthe Richmond County Commis-
sion approved a state and county tax refund of $1,402.58 to Paper Products, Inc.,
in compliance with a tax concession agreement with the Committee of 100.

The Richmond County Board of Education received a similar request for a
$1,476.40 refund to the same company, but county Treasurer Moye L. Daniel said
the school board refused to pay.

The total refundrequested by W. Roscoe Coleman, chairman of the Augusta-
Richmond County Board of Assessorswould have come to $2,8778.98. If both
refunds had been approved. Paper Products would have paid $660.66 in state,
county and school board taxes for the year.

County Attorney Franklin H. Pierce explained that the refund was for 1969
taxes and, therefore, represented a commitment made before the court ruled
against tax concessions.

But tax concessions were illegal before the court ruling was issued.
When Judge McMillan issued the order, the city-county tax office began work

immediately to eliminate the discrepancies from the assessment records.
But very little of the tax money came into the tax commissioner's office as a

result.
Brown said 28 of the 32 firms receiving tax concessions applied for arbitration

as soon as they received their revised tax bills in 1970.
The reason for the challenges becomes obvious upon examination of the new

taxes :
Columbia Nipro Corp.'s property tax bill increased from $2,386.02 in 1969 to

$16,447.20 in 1970, a hike of 585 per cent.
Cox Newsprint paid $2,076.75 in 1969 taxes and was billed $24,201.20 for 1970,

representing an increase of more than 1100 per cent.
The Kendall Co.'s tax bill went up 720 per cent, from $4,484.22 in 1969 to

$36,792 in 1970.
But Continental Can Co. probably the county's largest industry, did not chal-

lenge its 1970 tax bill according to records in Brown's office.
Continental Can paid $74,866.35 in property taxes in 1969, and the flrm's 1970

bill for property came to.$105,606.80an increase of only 41 per cent. The com-
pany's total tax bill, including machinery and equipment, was $142,160.40 in 1969
and $305,241.60 in 1970, for a percentage increase of 114 per cent.

Brown contends that the tax concessions "never cost the taxpayers a penny."
He explained that the taxes paid by the industries were "many times more than
the land was bringing in before they came in."

While the county residents were successful in defeating the tax concessions for
industry in Richmond County, they paid little attention to several pieces of
property owned by individuals and smaller businesses in the county.

For example, four Richmond countiansincluding behind-the-scenes political
leader R. W. Best and Richmond County school board member John Fleming
paid $33,000 for about 26 acres of land on Scott Nixon Memorial Drive in 1968.

A year and a half later, they sold 1.85 acres of the land for $14,000 to South-
ern Roadbuilders, Inc.

But the fair market value of the entire 26-acre tract was according to the
official Richmond County tax appraisal was $1,190 in 1969, and in 1970, it went
down to $300.

The Mid-South Corp. paid $41,500 for a 37.5-acre tract off Powell Road in No-
vember, 1967. The 1968 city-county appraisal on the property was $17,930.

Claussen-Lawrence Construction Co. bought 30.5 acres of land on Interstate 20
in 1967 and paid at least $76,500. The land was appraised by the city-countY ap-
praisers the following year at $30,510.

In January, 1968, Janka, Inc., paid $48,300 for two tracts of land on Old
Savannah Road. The appraised value of the two pieces of land came to $11,340.

City-County appraiser Brown said property cannot always be appraised at
the price for which it was sold. He said that comparative prices for land in the
same area must be considered when setting a value on a piece of hind.
i And Peter Drost, chairman of the Augusta-Richmond County Board of Tax

Assessors, agrees.
"It's an educated guess," he said.
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[From the Atlanta Journal and Constitution]

TAX BREAKS EVAPORATE

By Ken Boswell

Last month Procter & Gamble's Paper Products Division announced plans for
a $50 million plant near Albany.

According to Mayor Eugene Clark, the city and county government's only con-
tribution to the firm is the providing of utilities to the site.

"We didn't have to offer Proctor & Gamble anything," Clark said, "They came
to us. We just happened to have what they wanted, and we were located in the
right place at the right time."

"What kind of arrangements did you make with them for payment of local
taxes?" a reporter asked.

"You won't believe me," the mayor replied. "There were none. Of course, we
did agree to run the necessary utilities to them."

Albany and Dougherty, like many other Georgia cominunities, have thus uti-
lized a legal method of obtaining some industries in the past.

But never, according to Clark, has the city offered a tax concession to an
incoming industry.

Under the Payroll Development Authority, created by an act ok the Georgia
General Assembly, the city and county have helped several industries, including
a large Firestone tire plant and a textile firm.

The authority issues revenue certificates to purchase land for industry, then
leases the land to various firms at an equitable rate; which pays off the cer-
tificates over a given period of time, according to Clark.

Upon retirement of the certificates, the firm has the option to purchase the
land.

During the period of the lease, the factory pays taxes on RS machinery and
equipment.

"This would be the only way they (industry), could get a tax break through
us," Clark said.

Macon operates under a shnilar system, according to Delbert Leggett, chair-
man of the Mncon-13ibb County Board of Tax AsF.eFslrs.

The Bibb-Macon Industrial Authority, operating with city and county funds,
may own land and sell or lease it to incoming industries. The leases are based
on the local tax rates, according to Leggett;

Columbus, like Macon and Albany, has refused to give illegal tax concession to
industries, the way Augusta and Richmond County (lid until they were stopped
in court last year.

Until a superior court judge ordered the change last September, 32 Richmond
County industries were paying taxes on 12.5 per cent of the normal computed tax
on their properties, in an industry-attracting endeavor which started more than
10 years ago.

"I hope now the race is over, this competing lor industry," said Clark.
"Macon May be way down the totem pole in getting industry," said Leggett,

"and it may be because we don't give them any concessions. You find any con-
cessions to any industry in our books, and I'll eat it.

"If you give a concession to an industry," Leggett continued, "then you ought
to give a concession to a mill hand."

Myron Hamilton, property appraisal director for the City of Columbus, agreed
with Clark and Leggett.

"It would be very difficult to treat a new industry different from an old in-
dustry," Hamilton said. "If we should treat them differently, then we would
have a bad situation on our hands.. ,

"And," Hamilton added, "it's a lot safer to follow the law."
While soMe of Georgia's major cities have used tax .concessions to bring hi

industrySavannah. and Augusta in particularColumbus has taken a different.
view. ,

The city is proud of its newest major. . industry, . a $7, million Dolly Madison
bakerY, although the size is, small compared to the $30 million-plus Continental
Can Co. plant in Richmond County.

Local industrial leaders are quick to,admit that they let Savannah and Augusta
get ahead in the industrial race, and now they're ready to do something about
italmost anything, short of offering tax breaks.
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"We let Augusta get the jump on us," said Andrew Speed, a former Augustan
who is inimediate past persident of the Columbus Chamber of Commerce.

"We just don't have any land under our control," added Joe J. Flowers, the
new chamber president.

"Many of nur competing cities and many nf our competing states already have
industrial authorities in being," Flowers said, adding that the Columbus chamber
can show a prospective industry, an available piece of land, then tell the in-
dustry, "You'll have to make you a deal with the owner of the property."

Speed readily admits that communities offering tax concessions have taken the
initiative.

"This town has not been in a progressive, or an aggressive mood, except in
the last four or five years," he said.

Speed said the birth of a "Build Columbus Plan," a few years ago, has pumped
new life into the city.

With a $200,000 budget ($100,000 of it for industry hunting) Columbus should
be on the move soon, Speed said.

Speed said Augusta's Committee of 100, the organization which coordinated
the tax concession negotiations with prospective industries, was one of the prod-
ding factors in Columbus' present industrial drive, although he and Flowers at-
tributed most of the motivation to new exek..utive leadership in the chamber at
the beginning of the "Build Columbus Plan."

Speed who is employed by Georgia Power Co., expressede, resentment for the
tax concession as an inducement to industry :

"If we could all play by the same ground rules, it would be all right ... If each
(city) would fight on equal grounds, then the concessions should be out of the
window, and each would pay his own way. My company pays (its fair share of
taxes), and so should everybody else's."

But Peter Drost, chairman of the Augusta-Richmond County Board of Tax
Assessors, doubts that other communities could get new industry without some
inducement.

"I don't care how they do it," he said. "They've got to give them (industry)
soMething. They may not give concessions, but they have to lower the property
value or something."

Many tax officials throughout Georgia feel that the solution to the industrial
tax problem should come through a totally new assessment program under state
officials.

Under the present system, county governments make their own assessments,
and the county collects state, taxesa fourth of a millin addition to its own
taxes.

Such a system, argue some tax experts, is unfair, since property values may be
on a lower scale in one county than in another. The result is that an industry In
one community pays less proportionately, than a similar industry in another
community.

By turning tax assessment powers over to state department, a more uniform
taxing system for industry would result, the fiscal officials say.

"Tax concessions to industry, and low property values, are costing this state
millions of dollars a year in county and state taxes," said one official.

[From the Atlanta Journal and Constitution]

FACTORY-HOME TAX GAP SEEN

By Ken Boswell

Savannah, Ga.Georgia cities often are bidding for new industry against
stiff opposition from other U.S. cities and that's how things got started with
the Union Camp Corp., Savannah's largest industrial complex.

Many years ago, Savannah and Chatham County made an offer to what was
then the Union Bag Co.

If the firm would build a large plant in the county, in an industrial zone ad-
jacent to the city of Savannah, the city government would provide fire pro-
tection, water and other serviees for a 5-mill annual tax levy.

And, the local leaders provided additional insurance to the firm through a
legislative act which prohibits annexifig the Union Camp property into the
city.

2 3 ire.t,
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In 1970, city taxpayers paid taxes at the rate of about 26 mills for 'the same
services Union Camp is getting for a 5-mill rate according to Richard Heard,
president of the Chatham County Property Owners Association.

Heard also said that the tax levy on Union Campand other firms located in
the industrial zoneincludes only "the land and the four walls" of the plant,
and that machinery, equipment and inventory are emcluded.

In the mid-1960s, a Florida-based valuation firm conducted a revaluation pro-
gram in Chatham County.

"They gave up on doing (revaluation) on industry, and said, 'just take In-
ternal Revenue Service values,' which mean nothing," Heard said.

Heard contends that Union Camp's taxable values dropped about $300 million
because, under the IRS taxing system, depreciation of industrial equipment
would have reduced the firm's worth by that much over a 10-year period.

After an industry has been on the federal tax books for 10 years, Heard said,
"the (machinery) taxes have been written off."

Heard and his organization contend that industries in Chathani County are
paying taxes on "about 20 to 22 per cent of their values," while homeowners are
paying on between 100 and 109 per cent.

Union Camp owns several thousand acres of land on Skidaway Island, some
of it valued on Chatham County tax books as low as a dollar an acre and some
as high as $250 per acre.

But. when the Ocean Science Center of the Atlantic wanted to buy land on the
island, Union Camp offered it at an appraised value of about $2,000 per acre,
Heard said.

Basically, the same appraisal figures were used when the State of Georgia
needed about 100 acres for a state park, Heard said.

When the sales were made public, Heard said local tax officials set a new
value of about $428 per acre for the Union Camp property.

According to tax records, the Skidaway Island property was revalued several
times in 1970.

The original appraisal for that year was $115,400 for the land, but that was
reduced later to $113,260. Then, after the re-appaisal, the land value jumped

t o $2,573,690.
But Union Camp requested arbitration, and the value was reduced to $770,405

an increase of ;655,065 over the original appraisal.
Tax officials, dissatisfied with the arbitrated figure, took Union Camp to

court, and the ease is tentatively scheduled to be heard late this month in
superior court.

Union Camp and other Chatham County firm also benefit from a value reduc-
tion procedure for "low" land.

On the 1970 tax books, Union Camp is reported to have paid taxes on 21
pieces of land. There were value reductionsranging from five to 65 per cent
on 19 of the tracts.

The reductions totaled $364,000.
Largest single reduction was on a 2,442-acre tract of land on U.S. Highway 17

South.
On the property tax card, the land is appraised at $100 an acre for a total value

of $244,210.
The card also contains an appraisal of $550 for "added timber value" and an-

other tract of land valued at.$4,740, for a total appraisal of $249,400.

But, at the bottom of the itemized list, there is another entry, "Less 50 per cent

low$122,100."
With the deduction, the company paid taxes on a reduced appraisal of $127,400

on the two pieces of land and the timber, all valued at $249,400.

J. W. Neal, supervisor of the Field Appraisal Section of the county's tax assess-

ing office, said the reductions do not represent tax concessions to the tndustries
which have the "low" deductions.

He said that the reduced values "weren't reductions as such. They were what

you'd call a method of arriving at land value."
' Neal said some of the reductions were authorized by the board of tax assessors

and others were okayed by Hunnicutt and Associates, the firm which conducted

the revaluation.
If any appraisals were changed, Neal said, "the man had a legitimate com-

plaint."
'.!Why were there more value reductions on Union Camp property than on other

taxpayers' land ?," Neal was asked.
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"I didn't say there were more," he replied.
Neal explained that, while Union Camp is one of the county's largest land-

owners, much of the land is so useless "the only thing it can be used for at the
present is to raise trees."

Union Camp employs about 5,200 persons in the production of kraft paperboard,
bags and containers and chemicals, according to the Georgia Department of Indus-
try and Trade.

"Why use two sets of figures, one giving the full value and another giving the
reduced value?," he was asked.

"If you cure your ills with drainage, then what is the land worth?" Neal said.
"How much good would one ditch do to it? You treat land the same way you treat
houses. If you cure your ills, then you have the value. If you don't cure your ills,
there is no value."

That, apparently, is why some of Union Camp's property is worth only $1 per
acrefor tax purposes.

ARTICLES AND REPORTSPROPERTY TAXATION OF COAL
IN APPALACHIA

REPORT OF AN INVESTIGATION

EDUCATION IN KENTUCKY : A LEGACY OF UNKEPT PROMISE

National Education Association Commission on Professional Rights
and Responsibilities

PART II. THE CHARGE : KEA LEGISLATIVE PROPOSALS

In this section, the NE3 Special Committee presents its findings with respect to
each of KEA's complaints in support of the charge that

Governor Louie B. Nunn and the 1970 General Assembly of Kentucky have failed
in their responsibility to provide sufficient funds to support the public schools of
the Commonwealth, and they have impeded local effort on the part of school
boards and the organized teaching profession, to improve the quality of public
education.

1. The Governor did not recommend and the Legislature did not enact
certain taw measures at the state revel, and more stringent standards for
enforcement of equitable property assessment at the local level, which
would make available unutilized revenue potentials required to finance
education.

In his response to this complaint, Governor Nunn stated :
Any additional tax levy must first be considered within the framework

of the state's total revenue program and its relationship to economic growth.
Emerging industrial states such as Kentucky must maintain a fair, balanced
and competitive tax structure or else our schools would, continue the un-
fortunate tradition of educating our young people for jobs that are available
only outside the state. i

A fair, balanced and competitive tax structure is, without question, a basic
ingredient of good government. The Special Committee would submit, however,
that in an emergency industrial state such as .Kentucky, the maintenance of a
competitive tax structure at the expense of public education .may have the un-
fortunate effect of forcing those industries that have been attracted to the state
by its favorable tax climate to recruit their professional and technical,personnel
from outside the state.

The economic, as well as the social, consequences of an undereducated citizenry
are unarguable. They are clearly observable in the nationand in Kentucky. The
states that have had most rapid economic growth in this country have not been
the states with the lowest tax levels ; they have been characterized by a generally
high quality of governmental services and by a relatively high level of educa-
tional attainment among their population. Conversely, the states with historically
lagging economics and low personal incomesmost particularly ,those in the
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Southeastern regionhave trailed the nation in state and local taxes, in educa-
tional attainment, and in the effectiveness of state and local government to serve
the general public interest.

As preceding sections of this report have shown, while Kentucky's sizeable
increases in state tax effort during the 1960's have facilitated important public
school improvements, they have not significantly changed its educational support
and attainment levels in comparison with national averages or with neighboring
states. And while Kentucky has experienced rapid industrial growth in recent
years, it remains, in terms of personal income levels, a poor state. Poverty has
been so long and deeply entrenched a fact of life in some regions of the Com-
monwealth as to have cast a pall of resigned and cynical fatalism over the people.
What has been characterized as "voter apathy" might more correctly be described
as hopelessness that governmentlocal, state, or federalcan or will do anything
to improve tbe quality of life, to make living more than a matter of mere sub-
sistence, or that one individual vote could make a difference with a governing
establishment that is seen as indifferent to the economic and educational needs
of the people. It should be clear that without significant progress toward equal-
izing the educational and economic opportunities afforded citizens in all regions
of Kentucky, there can be no real basis for the growth of a healthy and balanced
economy in the Commonwealth.

Even to those who would measure progress in solely materialistic terms, it
should not seem unreasonable to assume that the quality of public education
and other public services that a state can offer is at least as important a factor in
its ability to attm act industry as low tax rates would be. This point was empha-
sized by the editor of the Louisville Courier-Journal in his testimony to the
NEA Special Committee:

There are many executives of big corporations who dread moving, frankly,
out of the eastern seaboard . . . because they think they're going into a kind
of intellectual and educational wilderness. We've got to combat that. We
have seen Ms very much in trying to lure certain industries in Louisville.
They have wanted to ask us not just about freight rates and how much it
costs to ship their products by water, and how close we are to centers of
population and all those thingsthese are certain advantages we have.
But I've never known an instance to fail that they always ask about our
educational system.

The crucial questions for Kentucky's citizens, then, are not whether the fund-
ing of education and other public services can be tailored to fit into a "competi-
tive tax structure"; rather, the question that should be raised is, Can the reve-
nue capacity of the Commonwealth be expanded sufficiently to permit a more
nearly adequate investment in what is surely the most valuable resource for the
future of an/ stateits human resource? Evidence presented by financial and
tax experts in Kentucky clearly indicated that Kentucky does have the revenue
potential to achieve the vitally important objective.

TAXATION IN KENTUCKY : EFFORT VB. ABILITY

At the present time, Kentucky is using the two major solaces of state tax
revenuethe general sales and income taxes. Only one other state, Pennsyl-
vania, exceeds Kentucky's 5 percent sales tax rate. As will be seen, local districts
are making only minimal use of the property tax, the third principal tax resource
of most states.

During 1969, state and local tax collections absorbed 9.7 percent of personal
income in the Commonwealth, which represented a relatively low tax effort,
ranking thirtieth and amounting to 93 percent of the average tax effort among
the 50 states. However, when this effort is adjusted by a statistical weighting
process to compensate for the state's low per capita income, Kentucky moves up
to sixteenth place in the nation. Only, three other Southeastern states exceed this
ranking: Mississippifirst, West Virginiasecond, and Louisianasixth.

By this adjusted measurement, then; Kentucky's tax effort is relatively high
and necessarily so, as in any poor state, according to Don M. Soule, professor of
economics at the University of Kentucky :

Kentucky, ranks low among the fifty states in terms of personal and pEr
capita income, but despite its relatively low economic position it attempt'
to provide a level of government service consistent with other states. This
necessitates a tax burden on Kentucky citizens above the average for citi-
zens of all states. . . .

.1
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High family tax burdens are a constant inspiration for proposals to reduce
taxes. The main danger in these proposals is that they would reduce total
tax revenue and, therefore, force a reduction in the level of government ex-
penditures. . . the total result of any tax reforms must not reduce the Com-
monwealth's total tax revenue or cripple the revenue capability of state and
local tax systems. An adequate level of government services is important in
making the state an attractive location for economic activity. (Emphasis
added.)

Testimony and documents presented to the NEA Special Committee during this
investigation made it clear that, despite Kentucky's relatively high tax effort, its
total state and local revenues could be increased by many millions of dollars, and
at the same time, a more equitable and progressive tax structure could be
achieved. The data contained in Table 11 show the extent of over- and under-
utilization of every tax smirce in Kentucky in 1969, measured against the 50-
state average utilization a each of these tax sources.

TABLE 11.KENTUCKY UTILIZATION OF STATE AND LOCAL TAX POTENTIAL, 1969

*iype of tax

Amount
collected

above yield
collectiLlo at
average rate

AMAnt
collected

below yield
ollectible at
average rate

General sales and gross receipts $70, 263, 000
Selective sales and gross receipts:

Alcoholic beverage $5, 163, 000
Tobacco products 16, 119, 000
Insurance 3, 089, 000
Public utilities 16, 797, 000
Amusements and admission 545,000

State death and gift 2, 660, 000
General property 171, 924, 000
individual income 25, 979, 000
Corporate income 11, 715, 000
State alcoholic beverage license 818, 000
Motor vehkie license 13, 745, 000
Motor fuels- 4, 645, 000
Severance 16, 666, 000

Total 103,976, 000 256,152,000
Net unutillzed potential (excess of below average yields over above average

yields) 152, 176, 000

Source: Quindry, Kenneth E., Statistical Supplement to State and Local Revenue Potential, Atlanta: Southern Regional
Education I3oard, table A-19 (forthcoming).

Kentucky made greater than average use of four tax sources : the general
sales tax, the selective sales and gross receipts tax on insurance, the individ-
ual income tax, and the motor fuels tax. The total amount of overutilization
of these taxes was $103.9 million.

Compared to the national average, Kentucky underutilized 10 tax sources.
The potential revenue increase from these taxes amounts to $256.1 million.

Subtracting the excess of revenues shown in Column 1 from the amount
of unutilized taxes in Column 2 leaves Kentucky with a net unutilized
revenue potential of $152.1 million.

These date were presented to the Special Committee by Kenneth Quindry,
Research Association Professor Center for Business and Economic Research,
the University of Tennessee. Aniong the points emphasized by Dr. Quindry were
the following :

The fact that Kentucky has exceeded the average effort in general sales
and income taxation does not mean that the Commonwealth has overextended
itself or that it should consider tax reductions in these areas. With respect
to the income tax particularly, Quindry's computation of the average yield
is based on figures from all the states, including those that have no broad-
based individual income tax. If the comparisons included only the states that
do make use of this tax source, Kentucky's overutilization would appear
much less. .

The relatively heavy use that Kentucky has made of general sales and
individual income taxes, as opposed to the taxation of businesses and ex-
tractive industriesthe burden of which might be partially shifted outside

2 4i'
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the state to absentee corporate ownership and to buyers of exported prod-
uctssuggests that the state has emphasized the kinds of taxes that bear
most heavily on individual and family incomes.

Dr. Quindry further pointed out that if Kentucky had matched the 1969 na-
tional average of taxes as a percent of personal income-10.4 percentthe total
statelocal tax collections in the Commonwealth would have exceeded actual
collections by $60 million.

Thus, when Kentucky's tax effort is compared to national averageswhether
in terms of average tax yield from specific revenue sources, or of taxes as a per-
cent of personal incomeit becomes evident that the revenue potential of the
Commonwealth and its localities is sufficient to make significant improvements
in the level of support provided to public education and to other public service
areas as well.

Estimates of Revenue Potential from Specific Tam Sources.Table 12 shows
estimates, provided by J. E. Luckett, Kentucky's Commissioner of Revenue, of
the amount of potential tax yield that the Commonwealth could anticipate from
eight tax sources :

TABLE 12.POTENTIAL AMOUNTS OF REVENUE WHICH MIGHT HAVE BEEN REALIZED
IN 1970--11

stimen8

1. 10 per pack increase on cigarettes $4. 3
2. Severance tax :

a. 5 percent tax on gross income from mineral property 25. 0
b. 100 per ton as proposed in HB 301 in 1970 15. 0

3. 1 percent sales tax on services :
a. Parking, laundry, repairs, etc 5. 0
b. Professional 8. 5
c. Advertising 5
d. AU combined 9. 0

4. Soft drink tax as in North Carolina 10. 0
5. 10 gasoline tax rate increase 15. 0
6. 10 increase on parimutuel betting 1. 25
7. 20 percent increase in insurance premium rates 2. 5
8. 10 sales tax increase 55. 0 .

Thus, according to the Commissioner's estimateand depending upon the type
of severance tax usedKentucky would have realized an additional $122 million,
or $132 million, had the above sources and/or rates of taxation been in effect in
1970-71.

The NBA Special Committee received another estimate of additional revenue
potential from John F. Due, professor of economics at the University cf Illinois.
Dr. Due based the following analysis and estimate of tax potential upon a com-
parison between Kentucky's yield from various taxes and those in selected
states making effective use of the same tax sources.

SALES TAX

The Kentucky sales tax yielded $248 million in fiscal 1969 and $268 million
in fiscal 1970. Since the rate is already at 5 percent, no increase was considered.
There are two sources of additional revenue:

1. Application of the sales tax to rental of tangible personal property and
to a wide range of services rendered by commercial (as distinguished from
professional) establishments along the lines followed in Iowa (laundry and
dry cleaning, beauty parlors and barber shops, repair of all types, etc.). This
change would add roughly 10 percent to the yield of the tax, bringing in
another $70 million for the current fiscal year.

2. Improved sales and use tax audit program. Kentucky has a long-stand-
ing record of excellent tax administration. But at the moment the number
of sales tax auditors is seriously inadequate; on the basis of time allocated
to sales tax audit, there is only one auditor per 2,680 accounts ; the optimum
would be one to perhaps 700 accounts. The increased audit coverage would
yield several times as much revenue as the cost, and add perhaps $2 million
net to state revenues. To get a larger audit staff, more positions must be
authorized and higher salary levels provided to attract competent persons.
The standards of audit personnel are high, but the salaries are not high
enough to attract sufficient numbers.

41.1444.0--
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CIGARETTE TAX

The cigarette tax, at 3 cents a package, is one of the lowest in the country.
The 1669 yield was $11 million. The rate could be increased to 9 cents without
going out of line with other states ; it could go to 12 cents without exceeding

the rate in some. A 60 per pack increase would add $22 million revenue.

PERSONAL INCOME TAX

The personal income tax yielded $108 million in 1969, $121 million in 1970. If

the Kentucky coverage, exemptions and rates were adjusted to the levels of

the tax in Oregon, the additional revenue would be at least $100 million, after
adjusting for the somewhat higher per capita real income in Oregon. With con-
siderably less population and total per capita income, Oregon received $213 million

from the tax in 1970.
CORPORATE INCOME TAX

Kentucky received $39 million from this tax in 1969. If a uniform rate were
used and Federal income taxes made nondeductible, an estimated $30 million
additional could be obtained.

In summary, the additional potential yield from the above-suggested tax
sources is estimated as follows : Additional

reirrion,ue)

Sales tax :
(nt

Taxation of specified services $70

More extensive audit program 2
Cigarette tax, increase of 60 a package 22

Personal income tax, adjusted to level of Oregon tax 100

Corporate income tax, raised to uniform 77 percent, federal tax non-
deductible

30

. Total 224

In presenting these estimates, Dr. Due stated: "These changes would not push
the Kentucky tax structure out of line with the states generally and particularly
with those competitive for industry." (Emphasis added)

It should be noted that the present 30 per pack cigarette tax in Kentucky
(raised from 2.50 per pack by the 1970 General Assembly) is among the lowest
in the nation. Only two states, Virginia and North Carolina, have lower rates.
It is argued that a higher tax, by raising the price of cigarettes, would reduce
purchases and consequently reduce' income for Kentucky's tobacco farmers.
Soule and Idle, in Some Problems of Equity 'and Adequacy in Kentucky's State
Local Taxation, answer this argument effectively :

While a. higher selling price will always bring some reduction in the quantity
sold, this reduction would be small in the case of cigarettes because demand for
cigarettes has always shown little response to price increases. Probably fewer
cigarettes would be sold in Kentucky to visitors from out of state who presently
take advantage of its low tax rate. But the Kentucky tobacco farmer's income
does not depend on where cigarettes are sold, but merely that they are, sold. It
must be remembered that the demand for cigarettes is world wide and Kentucky's
demand for cigarettes 'constitutes less than 1 percent,of the total deinand. There
is some slight,possibility that a higher cigarette tax rate in Kentucky might lead
to higher rates in other states (by. the Process of interstate comparison to deter-
mine what is normal), and a nationwide increase in rates would reduce tobacco
sales slightly. But the average of cigarette;tax rate's in other states has in recent
years risen to approximately four times the Kentucky rate, indicating that
Kentucky tax policy has had little effect on other states..

One major step that. the Commonwealth might take in .the direction Cof 'more
progressive taxationthat is, taxation that' extraCts' an increasing percentage
of incomes as the income level riseswould be to remove the provision allowing
deductibility of federal income tax payments from individual and corporate in-
come taxes paid in Kentucky. Kentucky is, one of the 1 5 states providing for de-
ductibility of the federal tax in computing state taxes on individual income, and
one of the 12 states Unit have such a provision for taxing of corporate income.

At present; tax rates on individual incomes in Kentucky are graduated from 2
percent of the first $3,000 of.net income after, personal deductions to 6 percent of
net incomes over $8,000. Because of the federal tax deductibility, provision, how-

2 4[0n
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ever, the effective rate on higher income levels is considerably less than 6 percent.
The higher the iodividual income and consequent federal income tax payment, the
greater will be the revenue loss to the state as a result of the federal taxes de-
ducted. It can be readily seen, therefore, that this provision curtails the produc-
tivity of the Kentucky income tax and makes it a less progressive and less equit-
able taxsince, undoubtedly, the more equitable forms of taxation are those that
impose higher rates on those most able to sustain the burden of taxation. Dr.

Soule, in his testimony before this Committee, estimated that removal of the fed-
eral deductibility provision on corporate incomes in Kentucky would produce an
additional $20 million and that repeal of this provision with respect to individual
incomes would yield $32 million more in income taxes to the state.

SEVERANCE TAX

In his book, Night Comes.to the Cumber/ands, Harry Caudill, Kentucky lawyer
and former legislator, described the economic and human tragedy of Eastern
Kentuckyand of the Appalachian region in other states, as well :

The present crisis is compounded of many elements, human and material.
They have produced what is probably the most seriously depressed region in
the nationand the adjective applies in much more than an economic sense.
They have brought economic depression, to be sure, and it lies like a gray pall
over the whole land. But a deeper tragedy lies in the depression of the spirit
which has fallen upon so many of the people, making them, for the moment
at least, listless, hopeless and without ambition.

The essential element of the plateau's economic malaise lies in the fact
that for a hundred and thirty years it has exported its resources, all of
whichtimber, coal, and even cropshave had to be wrestled violently from
the earth. The nation has siphoned off hundreds of millions of dollars' worth
of its resources while returning little of lasting value. For all practical pur-
poses, the plateau has long constituted a colonial appendage of the indus-
trial East and Middle West, rather than an integral part of the nation
generally. . . .

From the beginning, the coal and timber companies insisted on keeping all,
or nearly all, the wealth they produced. They were unwilling to plow more
than a tiny part of the money they earned back into schools, libraries, health
facilities, and other institutions essential to a balanced, pleasant, productive
and civilized society. The knowledge and guile of their managers enabled
them to corrupt and cozen all too many of the region's elected public officials
and to thwart the legitimate aspirations of the people. The greed and cun-
ning of the coal magnates left behind an agglomeration of misery for a people
who can boast of few of the facilities deemed indispensable to life in more
sophisticated areas, and even these few are inadequate and of inferior quality.

Kentucky's vast mineral wealth is one source of revenue potential to which
the NEA Special Committee has given particular attention. The greatest por-
tion of this wealth in Kentucky lies within the major coal-producing counties
in the southeastern part of the statethat area described as the Cumberland
Plateau. It is the conviction of this Committeebased on testimony and sound
evidencethat economic and social rehabilitation of these poor-rich counties is
essential if Kentucky is ever to achieve a healthy economic balance and if
equality of educational opportunity is ever to be a reality for the young people
of the Commonwealth. A severance tax on the extractive industries could pro-
duce the revenues that would enable this impoverished region to take major
steps toward achieving such rehabilitation.

Because of underassessment and underreporting of mineral values for tax
purposes (pp. 102-106) and because of low tax rates (pp. 106-110) property
taxation has not proved an effective means of achieving a fair return on the
millions of dollars in profit that Kentucky's annual mineral production yields
to the absentee corporations who own and lease mineral rights to mining com-
panies within the state. Moreover, the mining companies themselves escape
heavy tax liabilities since the state sales tax specifically exempts (a) coal for
the manufacture of electricity; (b) energy fuels for manufacturing or process-
ing if the cost reaches more than 3 percent of the total production cost; and (c)
machinery for new or expanded industry, into which category most mining ma-
chinery falls.

The losses to the state through Its failure to impose any effective tax on its
mineral resourcesprimarily coal, but also natural gas, oil, timber, limestone,
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clay, sand and gravel, and other mineral productsare enormous. The state's
minimal (1.5 percent) oil production tax did yield $221,000 during fiscal year
1968; however, during that same year, the total value of mineral production in
Kentucky was $535,705,000. The major part of this dollar value was in coal pro-
duction, which amounted to $396,883,000.

Originally, according to the U.S. Bureau of Mines, Kentucky's Applachian
coal fields contained some 35 billion tons ; the Bureau has estimated that as of
1965, 27.8 billion tons of recoverable coal remained. Although coal mining em-
ployment has steadily declined as machines have replaced manpower, the future
of the industry at this time appears bright. The Federal Power Commission has
estimated that the consumption of coal by the electric utility industry alone
would soar 250 percent by 1980. Officials of the U.S. Geological Survey and U.S.
Bureau of Mines reported in 1968 :

Recent production gains have been based on sound economic factors. The
confidence of the industry is reflected in the fact that during 1964 approxi-
mately $800 million was spent by the coal industry for improving and build-
ing new mining facilities and equipment. . . .

The economic and technical improvements in mining and transporting coal
have in turn improved considerably the competitive status of coal as an
energy source. Three of the largest electric utilities in Florida are now
consuming coal ; this state was once the exclusive domain of other fuels.
. . . A coal-burning, electric-generating unit will be built in Mississippi, the
first to be constructed in that state. Three new long-term contracts were
recently signed to supply Appalachian coal to New England electric power
plants. Several electric utilities have built or plan to build mine-mouth gen-
erating plants in the Appalachian area.

Growing foreign demands for Appalachian coal and new uses of the mineral
its conversion into liquid hydrocarbons, char, and electrical energy, and its use
in the manufacture of petroleum and pipeline gashave greatly inflated the
market for coal in recent years and have raised its price to the highest level
since 1957$4.99 per ton as of 1969. During 1969, Kentucky's totally bituminous
eoal production amounted to 109 million tonsan increase of nine Million over
the tonnage produced in 1968. Only one other state, West Virginia, exceeded this
production level. More recentand even more encouragingdata were reported
by the Louisville Times on November 22, 1970. In an article headed "Boom in
Coal Doesn't Mean Kentucky Boom," that paper announced in 1970 Kentucky
coal production amounted to 109 million tonsan increase of nine million over the
selling for "an incredible average of $9 a ton." Commenting on what this meant
to Kentuckyand what it might mean with a tax on coal productionthe
article stated:

These are the good times that the industry has dreamed about. But good
times for whom? Good times for the coal companies, most of them out-of-state
firms, and the, biggest of them surface miners who turn Kentucky coal into
take-home cash and leave us with the messthe gouged land, the silted
creeks, the denuded hills, the acid seepage, the burning gob pilesto live
with.

But think what the state could do with the income if coal were taxed at a
sensible level. Even a 10-cents-a-ton tax, which would amount to about one
percent on sales price, would give the state more than $11 million of help
with its school needs. A five percent tax on sales would bring in $51.7 mil-
lionenough by itself to cure a lot of the deficiencies the NEA investigators
have found in our schools, or to rebuild most of the roads buckled and torn
by the coal trucks.

. . . the list of the coal counties of Kentucky contains the names of not
all but many of the state's poorest counties, including many that lean most
heavily on the rest of the state for help with the public services. It is inter-
esting to consider how these potentially wealthy counties would fare, after
all these years of neglect, under a fair coal-land tax policy.

Opponents of a tax on coal production argue that the imposition of such a tax
would place the state at a disadvantage in market competition with other coal-
producing states. However, their argument is countered by those who point to
the confident predictions of the industry itself, outlined above, which seem to
indicate that the present boom period in coal production is not to be short-lived.

The passage of a federal severance tax, such as that proposed by Senator Lee
Metcalf (Montana) in 1970, would, of course, remove the factor of market com-
petition from any state's consideration of such a tax. The Metcalf bill would
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impose a 5 percent tax on the gross income from all domestic mineral properties,
but would allow full credit against the federal tax for any state or local sever-
ance taxes paid with respect to these properties. The effect of this federal incen-
tive bill would be to induce all mineral-producing states to enact production or
severance taxesunless they preferred to forfeit this lucrative tax source to
the federal government. The proceeds of such a tax to Kentucky in 1968 would
have amounted to over $26 million. The revenue yield on the state's increased
production in 1909 would have been even greater than this amount.

But the federal serverance tax bill has not yet become law. And with every
passing' month, Kentucky's mineral wealthand millions of dollars in virtually
tax-free profitsfiows to out-of-state mineral lessors, whose names comprise a
roster of some of the foremost corporations in American industry : U.S. Steel,
Bethlehem Steel, Internatinal Harvester, Ford Motors, Republic Steel, National
Steel, and New York Mining and Manufacturing are among them.

These companies and their lessees have mined billions of tons of coal and
pumped out million of barrels of oil. They have quarried millions of tons of lime-
stone and now are piping away silent rivers of natural gas. The extraction of
East Kentucky's wealth staggers the imagination. It continues todayas in the
pastunder the direction of people who have sympathy for neither the Kentucky
land nor its inhabitants.

At one time the people had some considerable part in the extractive process.
The mines required large numbers of workers and the mountaineers were paid
to bring out the coal. To a remarkable degree modern technology has replaced
miners with machines and now two-thirds of the population are irrelevant to
the main business of the regionthe carting away of wealth.

A 1968 study by Richard M. Kirby of the Appalachian Volunteers found that
four-fifths of all the coal in East Kentucky is owned by only 31 individuals and
corporations, which include the names listed above and a number of less well
known companies. The profits of these corporations are further swollen by
favored tax treatment from the federal government. An article in the Wall
Street Journal publication, Dun's Review and Modern Industry, April 1965,
spoke enthusiastically of "The Investment Nobody Knows About."

For all their small numbers . . . the coal royalists hold what may well be one
of the most lucrative investments in all of America. Certainly, it is not too much
to say that its benefits begin right at the tax collector's door. Almost hidden in
the federal tax code, a special provision gives capital gains treatnent to royalties
received from the mining of coal lands that have been held for the usual six
months or more.

But like the seam of coal above the ground, that is only the beginning of the
wealth. Not only does the coal royalist get capital gains treatment, he also is
blessed with the benefits of a cost depletion allowance. . . . If the coal royalist
paid $5,000 for his land and it holds 50,000 tons of coal, then the royalty income
on an average 25 cents a ton would come to $500 a year.

When it comes to paying taxes on that $500, the coal royalist first takes out a
depletion allowance of $200. Then, from the remaining taxable income of $300
he computes his tax at the 25 percent capital gains rate. Final tax : $75, giving
him a return after taxes of 85 percent on his total income of $500.

The article reported glowingly the profits actually realized : Virginia Coal &
Iron Company of Philadelphia . . . leases huge coal land acreage to operators
on a royalty basis. Last year it pulled in a phenomenal $1.5 million in profita on
a net income of $1.7 million. Kentucky River Coal Corporation of Lexington . . .

which owns about 200,000 acres of coal fields in five Kentucky counties and
derives most of its income from royalties . . . in 1963 paid out $649,414 in
dividends, nearly half of its $1.4 million in sales.

Meanwhile, the land from which these vast profits are wrested remains a
barren place for the East Kentucky residents whose ancestors, generations ago,
placed their "marks" on the broad form deeds, through which all rights of owner-
ship to these valuable mineral lands were forfeited, except the right to subsist
and pay taxes on a few feet of ravaged surface ground.

The Subcommittee on Strip-Mining of the Young Kentuckians Advisory Com-
mittee, appointed by Governor Edward Breathitt in 1967, showed recognition
of this tragic injustice, when its members stated in their report to the Governor:

Every Kentuckian who pays his fair share of state and county taxes helps
make up the difference when an out-of-state corporation fails to pay itE fafr
share.
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We pay in poorer roads, poorer schools, poorer service, and poorer people. We
pay in the loss of dignity and self-respect that got s with consistently being played
for a sucker.

The sooner the Kentucky legislature wakes up to the necessity of levying a
severance tax on coal, timber, and other natural resources, the sooner Kentucky
will take its rightful place among the progressive states of the nation.

But the powers of the coal lobby are formidable indeedin the counties of
Kentucky and at Frankfort, as in other coal-producing statesand in Washing-
ton, D.C.

Although a tax on the dollar value of coal and other minerals mined would be
easily administered and eminently fair, although the need for such a tax is glar-
ingly obvious, such a tax is yet to be adopted. In the words of Richard Kirby,
quoted below, the coal royalists continue to have "representation without taxa-
tion"in Kentucky, in other states, and at the federal government level as well :

. . . when the usual economic factors producing free flow of capital and
people do not operate, when the region is both isolated and depressed, the
citizens of the region cannot afford to allow anyone to profit from its re-
sources who does not contribute to their orderly development. Mineral own-
ers do not make such a contribution. They perform no labor, provide no serv-
ice; their profits come simply from the fact of ownership. The least the
region can afford is to levy a systematic tax on their wealth.

The inner logic of a more adequate mineral tax, be it severance or property,
lies in the proposition that the region should create and exercise control over
the use of its own resources.

ENACTMENT OF MORE STRINGENT STANDARDS FOR ENFORCEMENT OF EQUITABLE
PROPERTY ASSESSMENT

Responding to this part of the KIEA Complaint, Governor Nunn stated :
A 1965 ruling of the Kentucky Court of Appeals required that, effective

January 1, 1966, assessments of real property should be at 100 percent of
fair cash value. For the first time in Kentucky's history, the people and tax
administrators were provided a single standard for property valuation. The
Kentucky Department of Revenue has, in the years since that decision, used
every reasonable means at its disposal to insure compliance with the court
order.

The Kentucky Constitution requires all real property to be assessed for tax
purposes at 100 percent of fair market value. However, for a number of years
prior to the Court of Appeals decision (Russtnan v. Luckett, Kentucky, S.W. 2d
694-95), assessments bad failed to keep pace with rising property values. The
average assessment level among Kentucky's taxing districts had dropped from 70
percent in 1940 to 26 percent in 1965. The range of assessments among Kentucky
districts in 1965 was from 12.5 to 33 percent.

By 1966, Kentucky's court-ordered reassessment program had brought assess-
ment ratios to an average of 84 percent of full-market value. According to the
1967 U.S. Census of Governments, Kentucky had the highest statewide assessment-
sales ratio in the nation in 1966. Since that time, annual reappraisals (ordered by
the Court in Russman) have maintained a high assessment ratioat least in
comparison with the ratios of other states. Statewide averages published for
1968 showed that farm and rural nonfarm properties in Kentucky were assessed
at 80.4 percent of sale value ; the assessment ratio for residential property was
92.6 percent, and for commercial property, 94.8 percent.

Despite these relatively high assessment levels in Kentucky, the unutilized
revenue potential from property taxation in Kentucky (see Table 11) amounted
to $151.3 million in 1968, when compared with the average rroperty tax collec-
tions of the 50 states. This wag more than double the amount of unutilized prop-
erty tax revenue potential in 1901before the Russman decision. The low rate
structure, to be discussed in tbe next section, is a major reason for the minimal
yield of property taxes In Kentucky; however, testimony received by this Com-
mittee indicated that a part of the problem can be accounted for by weak and
uneven tax assessment and collection practices that still prevail in some sections
of the state.

The NEA Special Committee did not make a detailed investigation of assess-
ment practices throughout Kentucky. The Commonwealth has a good record of
assessment administration in comparison with many other states; however, the
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conflicts between state assessment standards and local assessing practices are
known to be a serious problem in all the states.

Very little investigation was needed to learn that Kentucky retains several
traditions that are contrary to standards of sound assessment practice. These
were outlined in a 1967 Research Report of the Kentucky Legislative Research
Commission.

The Research Commission stated that the county assessment jurisdictions in
the Commonwealth are too small to effectively utilize or support a staff of pro-
fessionally qualified personnel. Only 13 Kentucky counties have a population of
40,000 or more. Also, Kentucky cities of all sizes constitute assessment districts
for municipal purposes, thus producing further fragmentation of assessment
capabi lity.

County property valuation administrators (tax assessors) are popularly elected
and commonly reelected for many terms, rather than being appointed on the
basis of established standards of professional competence. The only qualifications
for this office, other than citizenship and county residence requirements, are that
the candidate be at least 24 years of age, have an eighth-grade education, and be
able to pass a state-administered examination. The Kentucky Commissioner
of Revenue stated, in a written communication to the KEA in connection with
this investigation, that these examinations are "of such comprehensiveness that
less than half of those participating are able to pass. In the 1969 examinations
only 171 of 421 taking them secured passing grades." Despite this test require-
ment, neither the salaries offered to tax assessors II or their status as elected
officials would encourage the development of professional exArtise and the quali-
ties of independent judgment essential for this position. The minimum amount
that a county property valuation administrator can earn is $4,800 per annum; the
maximum salary :13 $12,500, except in counties having a property assessment of
more than $200 million, excluding the value of livestock and farm machinery.
The minimal salary levels offered by many counties are not likely to attract the
most experienced and professionally competent personnel. Furthermore, as the
LRC Report stated In 1967

Because they are elected, county tax commissioners are seen to be especially
vulnerable to local political pressure. The fact that they know how to assess
objectively may not lead them to do so, particularly if they foresee defeat at
the polls as the likely result. When visiting local tax offices, the staff found
that uneasiness about full value assessment was not uncommon. As one tax
commissioner put it, "an assesser who does his job right won't be around
after four years!"

The Kentucky State Department of Revenue stated in its 1968-69 Annual
Report :

. . perhaps the most effective program in the property assessment area
offered by the department is that of property identification mapping. This
program, which can be provided to the counties only upon request of their
fiscal courts insures a solid workable base for equity in property waves-
ments.

When a fiscal court requests a mapping project, a contract is signed with
the Commonwealth. The contract provides that detailed maps shall be pre-
pared identifying each and every parcel of real property within the county.
The county must furnish working space and utilities, but all other costs, in-
cluding personnel, are borne by the state.

The mapping programalthough it is recognized as an essential tool to sound
assessment proceduresis not mandatory in Kentucky. As of February 1971, ac-
cording to information from the Kentucky Department of Revenue, a total of 46
counties had availed themselves of the real property identification mapping
service offered by the state. In addition, two counties have carried out their own
mapping program; and approximately 20 counties are maintaining the maps pre-
pared as part of the state's reappraisal program conducted during the 1950'8
Thus, only slightly more than one-half of the counties in Kentucky are making
use of some kind of property identification mapping for assessment purposes.

The problem of underassessment and underreporting of taxable property
wealth is particularly severe in the mineral-producing areas because of the dif-
ficulties in setUng an accurate valuation of mineral properties underground.
Richard Kirby in Kentucky Coal: Owners, Taxes, Protts. referred to earlier, re-
ported his observations of assessing practices in Eastern Kentucky counties:

The method used in valuing mineral deposits in Eastern Kentucky is admir-
ably simple: upon request, coal companies declare what they own and what it is

24
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worth. . . . Nowhere else Is a person's statement so eagerly sought and so un-
critically accepted as the sole basis for establishing his legal liability.

Unfortunately, at present, there is little else a tax commissioner can do, how-
ever good his intentions. He has few or no resources with which to try a system-
atic evaluation of mineral properties in hls jurisdiction. Indeed in most counties
he lacks the power or resources even to fiLa out what tracts there are and what
they contain.

From various sources, the NBA Special Committee received reports that min-
eral properties in Kentucky, despite the mandate of the Russman decision, are
both underassessed and underreported, much of this underground wealth never
finding its way to the tax rolls at all. The extent of this problem in one Eastern
Kentucky county was discussed in the 1967 report of a factfinding team, ap-
pointed by the local Board of Education to determine the adequacy of the school
tax structure "to finance the present level of services and permit additional sal-
ary for the teachers. . . ."

The Pike County School System ended the Fiscal Year June 30, 1967, with an
operating deficit of $112,526.42. In short the revenues for the previous Fiscal
Year were not adequate to cover the expenses of operating the school system.
This was true even without the added expense of raises for teachers and bus
drivers already given in the current school year. . .

We believe that the two main problems currently adversely affecting the
school revenue in Pike County are lack of adequate property assessments and
lack of effective collection procedures.... Responsible estimates place the amount
of unlisted or undervalued property in Pike County at between 40% and 60% of

the total wealth of the county. Many reasons have been advanced to explain
the failure of adequate assessment. The Tax Commissioner's office has been
short of trained personnel and has had inadequate funds to properly assess a
county the size of Pike. These problems are of long standing and have held true
during the administration of several tax commissioners. . . . In our judgment
the overriding problem in the Tax Commissioner's office has been the feeling of
each incumbent to operate the office in much the same manner as it was operated
by their predecessors. The rising of property assessments Is not generally politi-
cally popular and a Tax Commissioner's position is not an enviable one. If we
are to have an efficient school system and an efficient County government, the
public must come to an awareness of the absolute necessity for the equalization
of property values in Pike County. The system of property tax collections in
Pike County is, and always has been unbelievably archaic and inefficient. We
are not criticizing the present office-holders, who in most instances, seem to have
made improvement in the conduct of their respective offices. The system itself
has simply failed in its assigned task of collecting property taxes. . . .

We recommend that the General Assembly of Kentucky take steps to improve
the laws relating to assessment and collection of property taxes. We would
recommend especially that the General Assembly remove tae present 3-year
limitation on instituting suit against real estate for delinquent property taxes
and that the Statute of Limitations on delinquent property taxes be extended
to 15 years-

As noted above, the NEA Special Committee did not undertake a comprehensive
study of the problems of underassessment and underreporting of property values
In Kentucky; and the matter of tax collectionor, rather, the failure to collect
taxes in many countieswas not a part of the Committee's charge. The fore-
going data, however, constitute persuasive evidence that millions of dollars in
taxes are being forfeited every year bemuse of the state's failure to enforce a
fair, uniform, and effective system of property assessment and collection in its
localities.

2. The Governor did not recommend and the Legislature did not repeal
the inequitable and restrictive local property tam ceilings enacted in
1965, thus sirrerely limiting the ability of school 4ards to increase or
equalize local school revenues.

Before 1906, when the Court of Appeals' Fair Value ruling went into effect,
public school districts in Kentucky were permitted to levy a maximum general
fund tax rate of $1.50 per $100 of assessed valuation of taxable property. The
$1.50 maximum could not be exceededwithout a majority vote of the people,
except in the few districts where a higher rate was required for full participation
In the State's Minimum Foundation Program. The minimum tax rate required
for participation in the Foundation Program was $1.10. At the time of the

24a
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Ruaaman decision, declining assessment ratios and mounting education needs
had forced all but seven Kentucky districts to tax at the maximum $1.50 rate.
Twenty districts had voted additional levies beyond the maximum. Disparities
in assessment ratios among Kentucky districts had greatly intensified inequities
in tax burden and educational opportunity throughout the state.

With implementation of the Fair Value ruling, real property valuations in
Kentucky more than tripledgoing from $3.5 billion in 1965 to $12.7 billion
in 1966. Even before the court-ordered reappraisals were undertaken, however,
the public outcry against increased taxes caused Governor Breathitt to call a
special legislative session for the purpose of providing tax relief as districts
moved from fractional to full value assessments. The Kentucky General Assem-
bly, convening in 1965, adopted House Bill 1, which required local taxing dis-
tricts to "roll back" their nonvoted tax rates to a level that would produce no
more revenues after 100 percent valuation than before. Further 1965 legislation
provided that after a public hearing, any taxing jurisdiction could set its tax
rate at a level that would increase revenues up to 10 percent over the 1965 gen-
eral revenue level during years 1966-67 and 1967-68.

In 1966, the Kentucky legislature passed a law allowing a school board or
boards that represent at :east 90 percent of a county's residents to make use
of one of three non-property taxes without a public vote, after publication of
notice of such intent and after a public hearing. These taxes are

A 3 percent tax on utility gross receipts (used by 24 districts as of
March 1970).

A 0.5 percent occupational tax (used by four districts).
An excise tax on state income tax liability at a rate not to exceed 20 per-

cent (not in use).
As noted earlier, repeal of the Tax Rollback Law was urged by KEA as

one of its legislative priorities during the 1970 session. Although the Gover-
nor and the General Assembly did not respond favorably to KLA's request, the
legislature did relax the rollback restrictions in the following ways :

1. By allowing the seven school districts that were not at the $1.50 state
maximum rate for school districts in 1965, when the rollback restriction was
passed, to levy a rate as if they had been at the maximum.

2. Allowing assessment growth on existing property to be counted for
school tax purposes, effective January 1971. The 1965 Rollback Law had
permitted no nonvoted revenue increase (aside from the two 10 percent
provisions).

(Appalachian Lookout, October 10691

KENTUCKY COAL: OWNERS, TAXES, PROFITSA STUDY IN REPRESENTATION
WITHoUT TAXATION

(By Richard Kirby 3)

The data on mineral assessments which forms the meat of this report were col-
lected in the summer of 1968 from the tax records of the eleven major coal pro-
ducing counties in Eastern Kentucky. It was felt that this would be the best way
cf getting a coherent picture of both ownership and taxation of East Kentucky's
coal. The only other sources, hearsay and title searches, are either too spotty or
too tedious to be useful. Still, the source of the information requires some com-
ments reliability. Counties vary greatly in their approach to assessing minerals.
Some counties make a conscientious effort to separate surface from minerals,
even where the same person owns both. Others make no attempt to separate the
two, or even to give acreage figures in many cases. Nevertheless, the 'results of
this 1968 study are probably the best figures presently available on mineral own-
ership in this region.

MINERAL OWNERS: WHO THEY ARE, AND NM THEY ORM

When the vavrious county records are cross-reterenced and the totals added,
the result is the "biggest holders" list on the next Page. It contains every min-
eral owner in the eleven counties whose total stated assessment exceeds a guar-

Richard Kirby graduated in June with degrees from Tales Schools of Law and
Architecture. He is presently working with the Mountain Legal Rights Association in
Prestonsburg, Ey.
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ter-million dollars. From the proportion of the assessments on the list to the
total, it appears that the thirty-one people and corporations listed there own be-
tween them about four-fifths of East Kentucky's coal.

EASTERN KENTUCKY MINERAL OWNERSHIP

Assessed value Owner Counties

1. $5,305,813 Bethlehem Mines Letcher, Pike, Knott, Floyd.
2. $5,152,690 Kentland Coal & Coke Pike.
3. $3,567,951 Kentucky River Coal Perry, Letcher, Leslie, Knott, Harlan, Breathitt.
4. $3,121652 Ashland Oil Pike, Knott, Floyd, Clay, Breathitt.
5. $2,575,319 Fordson Coal Pike, Leslie, Harlan, Clay, Letcher. Perry.
6. $1,961,810 Elkhorn Coal Floyd, Letcher, Knott, Pike.
7. $1,789,749 Virginia Iron, Coal & Coke Pike, Perry, Leslie, Floyd.
8. $1,572,441 Southeastern Gas Floyd, Knott, Pike.
9. $1,546,500 International Harvester Harlan.

10. $1,542,420 Big Sandy Pike.
11. $1,438,550 United States Steel Harlan, Letcher.
12. $1,253,888 National Mines Knott, Floyd.
13. $925,910 J. M. Huber Knox, Bell, Leslie.
14. $788,422 Island Creek Floyd, Knott, Pike.
15. ;711,840 Western Pocahontas Pike, Knott, Floyd.
16. $681,118 Kycoga Land Leslie, Letcher, Knott, Perry, Breathitt.
17. $639,121 W. W. Undsay Pike, Knott, Letcher.
18. $599,790 Peabody Coal Harlan, Leslie.
19. $592,858 Penn-Virginia Letcher, Harlan, Knott.
20. $588,000 C. A. Lee Leslie, Knox.
21. 8511,350 Bringardner Lumber Leslie, Clay. Harlan.
22. $473,950 N. Y. Mining & Manufacturing Harlan, Knott.
23. $451,400 Blackwoods Land Letcher, Harlan.
24. $439,032 Columbian Fuel Floyd, Knott, Pike, Perry, Letcher.
25. 1368,133 Mary Higto ',u11 Harlan.
26. 6356,490 Asher Coal Mining Bell, Leslie, Perry.
27. $325,000 Harkins Mineral Floyd, Knott.
28. $317,847 Lawrence Tierney Land Pike.
29. 6284,380 Pocahontas Land Pike, Floyd.
30. $280.305 Republic Steel Pike.
31. $259,n00 Morely H. Ringer Knott.

This, without more, should serve to establish that the process which began
with the widespread use of broad form deeds to sever minerals from surface
ownership has ended in extreme concentration of mineral ownership and its sys-
tematic exploitation by outsiders.

While absentee ownership is the hallmark of coal today, it all began with
local people-at least they didn't become absentee until after making their
fortunes. The first and biggest operator, John C. Mayo, came from Paintsville
and a very old Kentucky family. Mayo seems to have realized the value of the
coal some years ahead of everyone else and bought as much of it as he could.
For this purpose he invented the broad form deed and the "bond deed." This
latter was an ingenious device whereby the purchaser of the coal (Mayo) took
title at once, pledging to pay the purchase price in gold on presentation by the
seller of a survey and abstract of title. By an odd coincidence, every surveyor
and lawyer in the area was on Mayo's payroll and couldn't be bothered-until
Mayo had mined enough coal to pay off the deeds. Thus Mayo, who was always
short of cash, was able to acquire many of the huge tracts Kentucky River Coal
Conlpany now owns.

The present ownership of Kentucky River Coal is a history of Mayo's subse-
quent trials. The Clay family owns a good deal (Catesby Clay, of Runnymede
Farm, Paris, is now president) because Mayo needed a good many private bills
passed to clear up title ambiguities; the Clays dominated the legislature and
were able to deliver. (These title confualons wer, and are incredible, going
back to overlapping and inconsistent eighteenth-century patents, and based in
part on an early and thoroughly incompetent survey by George Washington.) A
good deal of Kentucky River Coal is owned by the Westerflelds, a Virginia fam-
ily who were then the prime railroad builders in the mountains; they were given
stock in the company in return for bringing railroad spurs into areas which
Mayo wished to open to mining. The same is true for the C & 0 Railroad, which
also owns part of Kentucky River Coal.

Much the same could be said for the other owners of mineral rights. During
the early years of the coal industry a large number of companies were formed,
which merged, split, and eventually went under in the depression, so that a

1
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given tract of minerals may have had a dozen owners since it was severed.
Title questions are invariably substantial.

These title difficulties explain why there must always be an element of guess-
work in finding out what minerals are whose. Kentucky River Coal for example,
has only a general idea or what it owns in a given area ; a typical lease will give
the miner the right to extract all of whatever the company owns in the land
covered, leaving the miner with the responsibility of finding out actual owner-
ship. It often turns out that a block in the midst of a Kentucky River Coal tract
is owned elsewhere, often by persons unknownin which case there is no choice
but to mine around it. Thus while mineral owning companies do occasional core
drillings and surveys, the mining company has the burden of making extensive
title searches ; le Pikeville there are thirty lawyers who do nothing else. Even
big operators know only who owns the coal right in front of their drills.

In specific reference to the list of biggest holders, Tom Gish says that the
only reason Bethlehem Mines is first is because It wants to be: the company has a
long-term commitment to the Jenkins area, and wants to support the Jenkins
school district. Without such support, it would be hard to persuade managerial
personnel to stay in an area with such terrible schools. It sums up the whole
situation to note that the amount Of money Involved, while significant in Jen-
kins, means almost nothing to the company. Similarly, U.S. Steel makes voluntary
payments to an independent school district in the Lynch area of Harland county.

. . . AND HOW THEY STAY THAT WAY

Concentrated mineral ownership not only exists, It is highly profitable. This is
so for two reasons: low overhead and significant tax advantages.

Mineral owning companies do nothing in particular but own minerals. We
have seen that virtually all phases of exploitation are carried out by the miners ;
companies like Penn-Virginia which own other companies do so out of boredom,
and a desire to keep their money in useful pursuits. As a member or the Appa-
lachian Group to Save the Land and People put it, "Anyone can run a mineral
company. All they do is cash checks." James Millstone found that in 1005 Ken-
tucky River Coal, with earnings of $11.17 per share, paid out $8.70 in dividends.
The company has 17 employees, headquartered in Lexington. A total of 258
shareholders own its approximately 100,000 shares of stock. Other companies
have a less spectacular earnings ratio because they retain ,more earnings for
investment purposes.

But the real fat in coal royalties comes In its tax treatment. We have seen
that the counties themselves have cooperated magnificently in sparing the min-
eral owners from burdensome levies, and the state itself has done equally well
there is a negligible corporation tax and a severance tax of 1444% of market value
laid on oil and gas.

Far more significant, however, are two features of the Federal tax treatment :
cost depletion and capital gains. Cost depletion is similar in effect and rationale
to the percentage depletion allowed in recovering oil and other minerals, except
that instead of a percentage of income, the cost depletion allowance is based on
the original cost of the property to its owner. Thus if one-third of the minerals
in an acre are mined in a year, the owner can deduct one-third of the original
cost from his gross income. The effect of this is negligible if the acre is still
held by the company that paid fifty cents for it in 1900; but many properties have
changed hands often since then. In fact the cost depletion allowance seems to be
an incentive to sell, even if only to one's self via a subsidiary. An acre bought
for 50# could be sold in the year of mining for perhaps $5,000, increasing the
cost depletion allowance by ten thousand times.

Whereas cost depletion makes some sense (for minerals, unlike real property
in general, depreciate to worthlessness as they are used), the treatment of royalty
income from coal as capital gains is out-and-out favoritism. In effect It means
that owners of such property pay a maximum rate of 25% on income. As an
admiring article, "The Investment Nobody Knows," in Dun's Review and Modern

Industry for April 1955 put it, a "royalist" who bought land with 50,000 tons of
coal for $5,000 and leased it out for a 2000ton mining year would get $500 at

250 a ton. He has exhausted 4% of his coal, so he can deduct 4% of the Purchase
price, or $200. The remaining $300 pays capital gains at 25%. or $75, for an effec-

tive tax rate of 15%.

1/41 .24
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If he is "one of small band of financiers who are reaping golden profits from
the investment nobody knows about," this should make him happy indeed. Dun's
talked to one of the golden band. "Says he, grinning : *The rich get richer,
etcetera.' "

MINERAL TAXATION IN PRACTICE

The official responsible for the raising of revenue for the operation of Kentucky
counties is the county tax commissioner. Officially a divisional officer of the state
Department of Revenue, he is in fact a county officer, an integral part of the
courthouse power structure and a part of the coalition which ineludes the county
judge and the fiscal court, which decides how much money the county wilt raise
and how it will be spent. Before taking office he must pass an examination given
by the state Department: of Revenue, which makes him the only county official
(apart from the county and commonwealth attorneys, who must be lawyers) to
have to demonstrate any competence at all. Like the county judge, he is required
to have at least an eighth-grade education.

The law which he administers requires that all property be assessed at one bun-
dred percent of fair cash value. Like many requirements, this was commonly
ignored and each county assessed at a level of its own choosing until 1965. In that
year the Court of Appeals declared that the law meant what it said and that
officials must follow it. The resulting upheaval has made analysis of tax policy
considerably easier.

It hardly needs explaining that coal Is the major resource of most Eastern
Kentucky counties, and as such could he the principal source of revenue for the
county governmcnt. This is not the MP. Although taxes paid are not public rec-
ord, it IR clear from aggregate figures that mineral assessments play a rela-
tively small part in raising revenue. In Letcher County, for example, minerals
are assessed at five million dollars out of a total assessment of twenty-four mil-
lion. In a practical sense it is ridiculous that a county which. like Letcher, pro-
duced more than $25 million worth of coal last. year cannot raise the money to
educate miners' children without help from the rest of the state. In a broader
sense, It is highly important that an area exercise basic control over its resources,
else it is no better than a colony of the outside world.

The method used In valuing mineral deposits in Eastern Kentucky is admirably
sinmle: upon request, coal companies declare what they own and what it is worth.
The tax commissioner glows with pride and astonishment at the self-sacrificing
honesty of American industry. Nowhere else IR a person's statement so eagerly
sought and RO uncritically accepted as the sole basis for establishing his legal
liability.

Unfortunately, at present there is little else n tax commissioner, however good
his intentions, can do. Ile has few or no.resources with which to try a systematic
evaluation of mineral properties in his jurisdiction. Indeed in most CORPR he lacks
the power or resources even to find out what tracts there are and what they
contain.

Letcher County will serve as a good example. It is something of a mdoel among
Eastern Kentucky counties In this respect, because in the 1950's an aerial survey
was made and the photographs correlated with tax rolls to make sure each tract
in the county was covered. Yet even here there is no systematic knowledge of
mineral ownership. Companies report each year that they own RO much in the
aggregate, and that it is worth some specified amount. Rut where in particular
this acreage Is located IR not (lisclosed. nor has the county ever attempted to
force such diaclosure. Although each tract has its file card complete with aerial
coordinates. !mundavies. description, and owner's name, for most such tracts the
mineral owtorship Is listed as "unknown." Undoubtedly most of these "un-
knowns" are covered in the acreage totals given by the companies. hut there is
no way to pin down a particular tract short of a title search. Even then, whoever
turns out to be the owner will claim that the tract Is included in his aggregate
figure. Since the mineral-owning companies themselves often hare only a vague
idea of what they own. the only way to get accurate, organized data would be a
county-wide title search.

If the county cannot find out who owns a particular tract of minerals. It can
hardly be expected to learn what coal seams mar be present, what the minersl
owner proposes to do with the coal and when. what the cost of mining it would
be. what the selling price of the coal would be. whether the mineral owner is In
a good bargaining position, and sn on to make a technically correct assessment of
value. And of course the county does no such thing. Tn general, assessments are
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based on the owners' own statements, and county tax commissioners have no

choice but to accept them at face value. He can compare a return to others or to

those filed in previous years, meaning that while no one taxpayer can cheat the

county by himself, as a class they can get away with a good deal. It would seem

to be a collective conscience, rather than the tax commissioner or any objective

standard, which provides the limiting factor to tax avoidance.
And if Letcher County, whose tax commissioner is as conscientious as any,

is haphazard in its assessments, most of the other mountain counties make no

pretence at all to accuracy. Besides the obvious fact that the office of tax com-

missioner is a prime target for political influence, few if any of these men realize

the importance of taxation policy. Property taxes are part of the cost of living

and a good tax commissioner is one who can be fair and equitable in spreading

this burden as justly as possibleamong the ordinary people, who simply do not

recognize the extent of the wealth going untaxed beneath their feet. Probably

the best indication of the state of mind in the tax offices comes from Clay County,

where the tax commissioner described tbe coal taxation situation as follows :
"People just paid what they thought they should. Still do, !nosily."

It should be noted that even the apparent certainty of sale prices are not much

help in valuing minerals. Such property changes bands only infrequently, and
often the sales are made after the land in question has been mined. Moreover,

not until April 1968 were transfers of real property required to be recorded with

the tax commissioner of the county in which the property lay. One must rely on

hearsay for information on what sales had taken place. Consensus among tax
commissioners seems to be that even under the new law they will not receive
accurate information as to sale prices.

Coal pervades every sector of Eastern Kentucky's political life, and it is not
surprising that tax officials are no exception. In addition to the Influence they

have with the tax commissioners, the producers and mineral owners have an-

other safeguard against irksome taxes: the county's Board of Tax Supervisors,
which hears appeals from the tax commissioner's assessments. The Board is
appointed by the county judge, and Harry Caudill tells of the traditional prac-
tice of appointing an official of the county's biggest coal company as chairman.
James Millstone, in his articles on Kentucky coal taves for the St. Louis Post-

DI.ypatch tells of the yearly ballet between tbe tax commissioner of Leslie
County and Fordson Coal Company, a subsidiary of Ford Motors. The result is
what would be expected in such a contest: Ford always wins.

Assessment of minerals is not completely without method. Some ten or more
years ago the technique of "zoning maps" was introduced. The county is divided
into zones according to its different coal seams, and each zone receives an aver-
age per acre valuation. After tbe Busman case in 1065, the Department of Reve-
nue produced such maps for any county which wanted its help in moving to
full-value assessments, The maps are now used in most counties.

The maps, prepared by the state "in cooperation with coal owners, operators,
and county officials," are highway maps with coal seams marked, and with per
acre valuations indicated. For example, the northern end of Perry County is
shown to hold Hazard #4 coal, which is said to be worth $105 an acre.

These maps are probably a good technique, in the abstract. If they are accu-
rate they can be used by anyone to set a fair valuation. The question is, what
information do they contain? They could hardly have been prepared without the
cooperation of owners and miners, apart from a Minnesota style program of
extensive surveying and core drilling by the state. The basic premise, thai own-
ers and operators are willing to place a substantial tax on themselves, is open to
question. The maps, for one thing, do not contain any indication of the numerous
instances in which the land is underlain by more than one seam, as the valua-
tion purports to be only for the principal seam at any one spot. In addition, the
degree of refinement seems to be rather coarse; the maps distinguish only among
different seams, with no account taken of the variations within a single seam.
No coal operator in his right mind would open a mine on such general informa-
tion. And enough has been said to suggest that the valuations indicated on the
maps are likely to be on the low side.

The counties have shown some originality in dealing with the maps. It was
intended by the Department of Revenue that land be carried at its zone valua-
tion until the year of mining. In that year the valuation Is to be increased ten
times, and thereafter the assessment will be nominal or nonexistent. This prac-
tice f.:4 followed in many places. In Perry County, for example, valuations run
from $5 to $105 per acre. Letcher County has tried to move away from the
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'rigidity of the maps and get a little closer to the actual value of the mineral. Its
map, which originally ranged from $25 to $203, has valuations up to $592 in
some areas. In Knott County, on the other hand, where valuations range from $5
to $60, the tax commissioner goes by the map even in the year of mining; after-
wards the land is dropped from the records.

A MODEST CONCLUSION

The difficulties is setting a fair valuation of mineral properties are enormous.
This presents a strong nrgument for a severance tax as the most fair and rational
way to tax minerals. The major point in its favor is that the tax is virtually
self-administering, given detailed production figures (which are now kept by
the state Department of Mines and Minerals, by the U.S. Bureau of Mines, and
by the coal-hauling railroads). Every ton of coal mined would result in a tax
liability of, say, ten cents to the state or county, payable at the time of mining.
Its one drawback is that, being imposed on gross revenue, it would be treated
as a cost of production and hence tend to delay mining. A significant property
tax would have the opposite incentive, to mine sooner than is optimum.

The case of a severance tax does not rest only on the grounds of simplicity of
administration. There is also an equity argument that has two parts. First, the
public should be sure to get an adequate return for the loss of its irreplaceable
natural resources. Second, when the usual economic factors producing free flow
of capital and people do not operate, when the region is both isolated and de-
pressed, the citizens of the region cannot afford to allow anyone to profit from
its resources who does not contribute to their orderly development. Mineral
owners do not make such a contribution. They perform no labor, provide no
service ; their profits come simply from the fact of ownership. The least the
region can afford is to levy a systematic tax on their wealth.

The inner logic of a more adequate mineral tax, be it severance or property,
lies in the proposition that the region should create and exercise control over
the use of its own resources.

[From St. Louls PostDispatch, Nov. 18, 1987]

COAL RECOVERY MAKES PROFITS FOR OWNERS, NOT REGION

LOCAL TAXES PAID ARE LOWSTARTLING CONTRAST BETWEEN WEALTH OF THE
LAND AND POVERTY OF THE PEOPLE IN APPALACHIAN COUNTIES

(By James C. Millstone, a staff correspondent of the Post-Dispatch)

"Coal has always cursed the land in which it lies. When men begin
to wrest it from the earth it leaves a legacy of foul streams, hideous
slag heaps and polluted air. It peoples this transformed land with
blind and crippled men and with widows and orphans. It is an
extractive industry which takes all away and restores nothing. It
mars but never beautifies. It corrupts but never purifies."from
"Night Comes to the Cumberlands" by Harry M. Caudill.

HAZARD, KY., Nov. 18.King coal is back on the throne. Across the coal-rich
mountains of eastern Kentucky, the black diamonds are pouring from the earth
at a staggering rate. The narrow, snaking highways are clogged with trucks
piled high with coal, and with empties returning for another load. The hills
rattle with the grinding of great earth-moving machines stripping away the
land to rip out the riches beneath the surface.

Ever-increasing numbers of mammoth railroad gondolv.s are hauling away
eastern Kentucky's wealth faster than ever before, more than 1,000,000 tons of
coal a week worth more than $4,000,000, most of it headed from the remote
mountain fastness to the teeming manufacturing centers of the nation.

COAL IS THE single important industry in the impoverished mountains, yet
a reporter searches in vain for signs that the smashing new coal comeback is
denting the poverty that has gripped, crushed and depopulated this most backward
corner of Appalachia.

Unemployment still runs far above the national average, for the mining in-
dustry now works largely with machines, not man. Even as coal productivity
has soared by 203 percent in the past 20 years, employment has fallen 65 percent.
There now are only 25,000 fulltime mining jobs in all of Kentucky.

1
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The standard scene in Harlan, Hazard, W'hitesbnrg nnd Pikeville the first week

of every month is the food stamp lineupmen, women nnd children stretching

for blocks before the groeerystores.
The dregs of earlier boom-and-bust days in the coal industry still contaminate

the once magnificent countryside. In the hidden hollows of Pike, Floyd, Letcher,

Perry, Leslie, Knott, Bell nnd Harlan countiesthe heart of the eastern Ken-

tucky coalfieldthe joyless coal camps still stand, gral nnd rotting, occupied

by gray and rotting people. The gnarled old women still sit rocking on the tilted

porches. The rusted, wheelless automobile hulks still litter the hillsides, back-

yards nnd creekbanks. Nearly anywhere In eastern Kentucky where a road may

be found, it will lend to n ghost town where the ghosts still live.
TIIE COAT. BOOM hns accentuated the startling contrast between the wealth

of this land nnd the poverty of the people. For the fact of the matter is that some

of the poorest, saddest, most despairing people in the nation live on some of the

richest land nnd have Rs their next-door neighbors some of the most profitable
corporations in America.

It is a contrnst that has passed largely unnoticed by most Kentuckians but has
haunted the mind of Harry M. Caudill. a Innky Whitesburg attorney whose an-
cestors have lived in these hills since 1792. From his long study of the forces that
shaped the people and the land, Caudill wrote the sensitive "Night Comes to the
Cumber lands," n definitive history of the region that played a pnrt in paving
the way for today's antipoverty program.

Stumping Appalachia tirelessly, Caudill has used any forum that might come to
him to preach land, tax nnd governmental reform, urgirig steps to help Ken-
tucky's mountaineers put to beneficial use the riches under their feet.

"For more than 50 years," Caudill says, "mountaineers have sat supinely by and
allowed their land and kinsmen and institutions to be callously exploited and
manipulated by people who hnve neither affection nor respect for Appalachia
whose only concern is to plunder it for the money its resources will bring in the
marketplace.

"KENTUCKY'S wealth is making a few men rich in faraway places. The ex-
traction of east Kentucky's wealth staggers the imagination. It continues today,
as it has in the past."

Caudill believes that while the poverty of eastern Kentucky has been well docu-
mented in recent years, little attention has been paid to the other side of the coin.

"The hidden face of Appalachia must be brought Into view and seen in proper
focus," he says. "It is wondrously prosperous, for the coal depression has long
since passed into history.

"It is studded with the names of great corporations, United States Steel, Beth-
lehem Steel, Inland Steel, Republic Steel, International Harvester, Ford Motor
Co. and scores of others. These are gigantic entities attracted by the gigantic
promise of one of the richest resource regions on this planet.

"Then there nre the less famous corporations, the obscure firms that own im-
mense boundaries of minerals and lease them to operating companies for royal-
ties. These companies have shaped the density of Appalachia now for 75 years.
They hare set the policies followed in its courthouses and statehouses. Gover-
nors and legislators have abjectly cowered before them, enacting laws that ex-
empted them almost entirely from any effective taxation."

IF THE COAL surge has brought no comfort to those who stand in the food
lines and rock on the creaking porches, It must be a source of deep satisfaction in
far-off bonrd rooms in Philadelphia, New *York, Pittsburgh, Detroit, New York
and Baltimore. These figures tell why:

Production of bituminous coal has risen spectacularly in Kentucky, from n low
point of 62.1400.000 tons in 1959 to a record high of 93,100,000 tons last year, a one-
third increase. Production last year went up 8 percent over 1965, and the state's
coal output SCRs valued at $345,000,000. The Surge was most noticeable In eastern
Kentucky which produced nearly 51,000,000 tons in 1966, close to 10 percent above
the 1965 totals.

Among the states, Kentucky ranks second to West Virginia In total coal produc-
tion, turning out 17 percent of the nation's coal last year, and its experience
mirrors the national trend. American coal production has soared from a low
mark of 441000,000 tons five years ago to a record 533,000,000 tons last year.

Consumption of coal has risen steadily since 1961 after R long slump that be-
gan in 1920. Coal is slowly reclaiming from oil and gas its share of the nation's
energy market and has gained on its competitors every years since 1963.

258
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The future for coal could hardly be brighter. The Federnl Power Commissionestimates that the needs of the electric utility industry, which now consumeshalf the coal produced in the nation, will increase two-and-one-half times by1980. Exciting new uses for coal appear to be within reach. There is talk of a
proCesS for converting coal to gasoline, of utilizing coal in desalting sea water.The Industry in Kentucky has even more reason for optimism. Much of the
33 billion tons still buried in the splendid mountains and along the winding
streams of eastern Kentucky is the finest grade in America. low in sulfur ,,ontent
and thus increasingly desirable ns a protection against air pollution.

Confirmation of the bountiful times in the coal business can be found in the an-
nual and financial reports of three of the oldest coal companies operating in Ken-
tucky. All three nre land-owning companies which mine no coal hut own mineral
rights over vast expanses of land which they lease to coal operators. As n rule,
they receive 21 cents for each ton of coal removed from their property.

The Penn Virginia Corp. of Philadelphia, which until last April did business
under the nnme of the Virginia Coal and Iron Co., started buying up coal lands
in eastern Kentucky nnd elsewhere in 18.°2, paying ns little ns 50 cents an ncre for
minernl rights to land fairly crammed with blnek gold. It now owns 105,000
acres In eastern Kentucky. Virginia nnd West Virginia, and its properties pro-
duced 7,974,781 tons of coal last year.

Two years ago, a business publication called Dun's Review nnd Modern Indus-
try referred to coal-leasing as "one of the most lucrative invesements in Ameri-
ca" and cited Virginia Coal and Iron as "what may well be the most profitable
company in all of American industry." The assessment of the company wns based
on the fact thnt Its net earnings came to 61 percent of its revenues in 1964.

If Penn Virgin lin was, indeed, the most profitable company in the nntion in
1964. It is more so now because it is mnking more money then ever. The 1966
annual report. under the heading. "another record year," told stockholders:

"Once again, improved demand for bituminous coal, reflected in higher royalty
income, was the principal area of growth. A continuing trend in this direction,
multiplied by higher per-ton royalty rates, will create an even greater gain in
net earnings for 1967 . . . prices for low sulfur fuel are on the way up and will
be reflected in your company's earnings."

The company reported revenues oc *2,700,000 nnd $2,900,000 in 1965 nnd 1966,
respectively, nnd net earnings of $1,800,000 and $1,900.000. The consistent 60 per-
cent-plus margin would make the mightiest corporations envious. General Motors,
for example, nets about 10 percent on its sales, and United States Steel Corp. bad
a 5.6 percent return last year.

Reflecting Penn Virginia's healthy profits, the company distributed to ita
stockholders dividends totaling $1,100,000 in 1965 and *1,200,000 last year. By
contrast, local governments in the land that produced much of this wealth
Harlan and Letcher counties in Kentucky and five Virginia and West Virginia
countiesreceived a combined total of $75,000 in 1965 and $65,000 last year in
property taxes from Penn Virginia.

The company's income taxes were nearly as negligible because of massive tax
breaks for coal royalties. Thanks to depletion allowances and capital gains bene-
fits, Penn Virginia paid only $163,584 in federal income taxes in 1965 and $317,-
000 last year. The result of low taxes and few other expenses provided every
Penn Virginia stockholder with net earnings of $4.03 for every share of stock
last year.

Penn Virginia has been increasing its coal-based profits in recent years by
wheeling and dealing astutely, having bought heavily into the Southern Railway
Co., Westmoreland Coal Co., a coldng operation in Brazil and a Canadian mining
firm.

Equally astonishing profits have accrued to the Kentucky River Coal Corp., Inc..
founded in Virginia in 1915 and owner of 190,000 acres of coal lands in eastern
Kentucky, principally in Perry, Knott, betcher and Leslie counties.

In 1964. the 258 stockholders of Kentucky River received $8.76 in earnings for
each share of stock, and in 1965 earnings per share jumped to $11.17.

With nearly all its income coming from coal royalties. Kentucky River
took in $1.500,000 in 1964 and $1,870,000 in 1965. The combination of low overhead
(chiefly salaries of 17 employees) and low taxes left the firm with net profits of
$874,500 in 1964 nnd $1.110,155 in 1965, just under 60 per cent of sales each )ear.

Kentucky River paid ont much of its profits in dividends. distributing $723,949
to its stockholders in 1964 and $87L710 in 1965. Figures for 1966 were not obtained.
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Visits to county courthouses where Kentucky River owns land and mineral
rights accentuated the niggardly return to local governments from these vast
holdings. The tax books in Hazard for 1966 showed that in Perry county, the
company owns 30,933 acres of surface land and 75,200 acres of mineral rights.

'tax Comonmioner (assessor) itoy Johnson valued the property at $2,864,500
altogether, but on appeal ("I always have to tight with them, year after year,"
Johnson said) the company had $400,000 knocked from its valuation. Its final tax
bill : $19,011.

In Leslie County, which Harry Caudill has called "probably the most
primitive political entity in the nation," Kentucky River was assessed a tax for
106i of $7.850 for its 11,115 acres of coal land. Tax Commissioner John 1). Money
tried to get a few more pennies from the company with a $908,000 valuation, but
Kentucky River's protest resulted in a final valuation of $182,895.

"It's politics," Muncy said, ln the squalid and littered courthouse in Ryden, a
cluster of dark and dirty buildings that serves as the Leslie county seat. "They
hav :. lawyers and engineers. We don't have enough information and facts to chal-
lenge them."

The Virginia Iron, Coal and Coke Co. began purchasing coal lands in 1899 and
prospered during the earlier coal booms. Among the legacies it has left eastern
Kentucky, is the town of Vicco, built in the boom days on the road from Whites-
burg to Hazard, and which still stands today in its dreary, disheveled ugliness,
unaffected by the soaring fortunes of the company whose initials it bears.

Included in Virginia Iron, Coal and Coke's wide holdings are =3,000 acres of
land and mineral rights in five states with the largest single amount in eastern
Kentucky. This includes 13,000 acres in Floyd, Knott, Leslie, Letcher, Perry and
Pike counties.

In the doldrums as recently as 1958, the company now is boasting its high-
est profits ever. Its 1966 annual report said, "revenues and earnings generated
were the highest in our history. Net earnings amounted to $1.09 per share of
common stock as compared with $1.03 in 1965. The coal industr; RS a whole ex-
perienced a profitable year and your company enjoyed its proportionate position
in this healthy economic market."

With $22,000,000 in sales in each of the past two years, Virginia Iron, Coal and
Coke Co. had net incomes of $1,390,000 and $1,470,000 respectively and paid
dividends each year totality $678,876. Compare those figures with the local taxes
paid. According to its own fignres, Virginia Iron, Coal and Coke Co. had property
in five states last year valued at $13,100,000, for which its tax bill came to $42,390.

In Perry countyan area so poor that last year 2,681 of its 6,000 families had
sub-poverty-level incomes, according to Office of Economic Opportunity datathe
company owns 6.600 acres of land and 27,500 acres of mineral rights. Connty tax
records show that the tax bill for 1966, Virginia Iron, Coat and Coke Co's rtcord
earnings year. came to $4,653.

(From St. Louis Post-Dispatch, Nor. 20. 19871

HENTIICKY's METHOD OF TAXING COAL LANDS IS WOEFULLY IN.-DEQUATE

OUT-OF-STATE COMPANIES MAHE MILLIONS OF DOLLARS WHILE EASTERN
COUNTIES' RESIDENTS LIVE IN GRINDING POVERTY

"When one ton of coal is mined from Kentucky, Kentucky is
poorerforerer--by one ton of coatrFrom Kentucky Labor News.

HARLAN. KY.Ted It. Turner has been tax commissioner of Harlan county for
10 years. It is his job to place assessments on all county property. Now he was
seated in his office pondering an unanswerable question: How does it happen
that the land is so rich and the people so poor?

"It's hard to put your finger on," he said.
"We have the best grade of coal found anywhere. It's high priced, has low sul-

fur content. We've got enough coal here to operate all our mines 24 hours a day
for the next 100 years."

Furthermore, Harlan county has a couple of prosperouS residents. The
county's largest coal mine is operated by the United States Steel Corp. at
Lynch. Its second largest mine is run by the International Harvester Co.

County coal production is at record high. In 1965 the county produced
5,634,624 tons valued at $29,000,000. Last year it moved from third to second
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among eastern Kentucky coal producers with 6,268,082 tons worth more than
$30,000,000.

ler in neither yearnor in 1964 for that matterdld the county manage to
raise enough money in taxes to pny even 10 per cent of the costs of running its
school system.

Nothwithstanding the riches beneath the magnificent mountains that cover
Harlan county, the signs all point to an area sliding downhill swiftly. The popu-
lation has dwindled from 71.751 in 1950 to 41.000 hist year. Pojections for 1970
shrink it further to 33,200.

Office of Eeonomic Opportunity figures show that of the 9,231 families in the
county last year, 3.68or 40 per centhad incomes below the poverty level. In
1960, Harlan county bad proportionately more poor people than 86 per cent of all
counties in the United States. Last year it was worse off than 92 per cent of all
other counties.

Times nre not so hard for U.S. Steel and International Harvester. The nation's
Number One steel producer had sales of 4.3 billion dollars last year and an
income of $249,200,000.

Turner's tax books showed that last year U.S. Steel's two productive mines in
Harlan county, including property rained nt $9,300,000, were taxed nt $34.500.
The books Old not indicate the amount of nn additional sum paid by the com-
pany to support n small independent school district nt one end of the county.

International Harvester operator of the second largest mine in the county, paid
$27,000 in taxes to Harlan county on property valued at $2.800.000.

"The only interests U.S. Steel and International Harvester have in Harlan
county," Turner said. "is to pull out the coal to operate their mills.

"U.S. Steel had a town of 9,000 people at Lynch at one time," Turner recalled.
"They had the largest coal tipple in the world there then. Now they're producing
more coal than ever before, but the population nt Lynch is probably no more than
3,000. Where their mine had thousands of employees, I doubt if they have 400 now.

"Every lump of coal they get goes out to their mills. They won't even send it
around for use of the people who live at Lyncl ."

The experience of Harlan county is repented again and again in every one of
the great coal-producing counties of eastern Kentucky. Although coal is boom-
ing, producing greater wealth than ever, the people in the counties are poorer and
more miserable than ever.

In Knott county last year, 1665 of the 2900 familiesmore than 57 percent
had income nnder the poverty level. That meant that they were in the lower 1 per
cent of all American counties in the magnitude of poverty. From a population of
20,320 in 1950, the county had dropped to 16,200 and expects to have no more
than 13,600 residents by 1970.

Out-of-state coal companies own an extensive portion of Knott county land. One
is the Elk Horn Coal Corp., with headquarters at Charleston, W. Va. For the
mineral rights to 15,107 acres of Knott county coal property this year, Elk Horn
was charged $2750 in taxes. The company leases coal lands for a living nnd in
1965 reported a gross income of close to $1,000,000,000. It netted $506,367 on that
amount nnd paid its stockholders $424,840 in dividends.

Other owners of Knott county coal lands inclnde Kentucky River Coal Corp.
and Virginia Iron, Coal and Coke Co., two of the most profitable operations in
the coal business today. They paid the county $1985 and $306, respectively, in
taxes on their properties for 1966.

"The coal companies pretty much set their own assessments," Knott county
tax commissioner Delmar Draughn confided. "We pretty much have to work with
them. We hare no system for finding out ',hat they own. Like they may tell
us they own 50 acres at a certain place when actually they own 500 acres.

"As far as mineral rights are concerned, we can't tell what's nnder the gronnd.
If a company saYs r n area is barren or mined out, we have to accept it."

The valuation on land that is barren or mined out, of course, will be far less
than that known to posses good coal seams.

DrahlThn said that in his 10 years Mg tax commissioner he had become convinced
that "most of these companies come in here with a straight and honest list."

Iris confidence in the companies was not shared by some Kentuckians. A atudy
by the Louisville Conrier-Journal in 1995 concluded that "coal has been a re-
luctant tnxnayer." The newsnarier said that "the industry has been able to get
rockpile assessments on land loaded with black wealth."
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"Thousands of acres of coal land worth $200 to $300 an acre get on the assess-
ment books at $2 an acre," the newspaper said. "Other thousands of acres are
literally hidden (rotn the assessor."

In Leslie county's courthouse at tiny Hyden, tax commissioner John 1). Muncy
described his yearly bouts with the Fordson Coal Co., a subsidiary of the Ford
Motor Co. Fordson has held mineral rights to large areas in Leslie county for
years. Consistently, Muncy said, the eompany submits valuation figures that
are inaccurate and just ns consistently he places a higher assessment. On appeal,
Fordosn invariably wins.

Last year for example, Fordson managed to lower Muncy's valuation by 25
percent from $880,000 to $800,000. This year the company tax bill totaled $5189.
Just for the record, Leslie county is the most impoverished of the eastern Ken-
tucky coal producers, with two-thirds of its &miles having incomes below the
poverty line. Ford Motor Co., on the other band, reported record sales of 12.2
billion dollars last year and net income of $621,000,000.

If any further evidence is needed that something is wrong with the Kentucky
taxing system, consider Pike county. Long the major producer of coal in eastern
Kentucky, Pike in 1965 accounted for more than 15,000,000 tons valued nt al-
most $61,000,000. Last year its production went up to 10,300.000 tons worth about

$65,000,000.But although it is one of the nation's richest coal counties, Pike county could
raise only 18.3 percent of the $4,100,000 needed to operate its schools last year
also, 45.3 percent of its people subsisted on incomes below the poverty lerel.

To a few Kentuckians, notably lawyer-historian Harry M. Caudill of Whites-
burg, the exploitation of the state's resources by 5utside investors, and the tra-
ditionally inadequate local tax rates have been galling for years. Caudill is
particularly impatient when local or state officials defend the coal interests as
paying their proportionate share of the tax load.

E. D. Ballard, director of the property tax division of the Kentucky Depart-
ment of Revenue, told the Post-Dispatch that n recent state-sponsored revalua-
tion of property in eastern Kentucky showed that "the coal industry was not
the poor taxpayer people had though it to be." In fact, he said, other classes of
property were found to have been further off base in assessments than coal
property.

"The point Dollard misses," Caudill responded, "ix that other taxpayers are
not hauling Kentucky away. The coal industry's whole business is doing that
very thing. My house will stay here for generations, hut their property will he

sucked compeltely dry."
Caudill. who foneht a lonely fight against the coal exploitation for years, is

beginning to attract a few allies among elements opposed to the rising amount of
strip-minine that is further scarring and gouging the mountains. The Kentucky
League of Women Voters, whose project for the year is natural resources, has
taken an increasingly critical look at the relationship between coal wealth and
eastern Kentucky poverty. A study by the league's Lexington chapter found that
the coal industry had been "very successful nt avoiding taxation of their proper-
ties and their onerntions."

One subject that the league is looking into is the possibility of n tax on pro-
duction of coal, known as a severance tax. As Caudill sees it, under the long-
standing system, Kentucky receives nothing in return for the wealth drained
from her hills. A tax of 10 cents a ton, for instance, on each ton of cool mined
would have r -Ised $9.000.000 for the state last year.

Politically, imposition of such tax would appear impossible, however, particu-
larly under newly elected Gor. Louie num, n Republican. Candill had prepared
proposed legislation for a severance tax for the Democratic candidate, Henry
Ward, under the conviction that Ward would have sponsored it. Caudill said that
Nunn's election would prove to be "an historical tragedy for eastern Kentucky."

Condit] also has helped organike and is chairman of the Congrests for Appala-
chlan. Development. a group seekin: to promote creation of public comporations
to buy up the coal lands from the wealthy land-holding companies, by the power
of eminent domain, if necessary. The public agencies then would turn their efforts

to nren developnlent.
Calling Appalachia "the last bastion of colonialism," Caudill said. "we think

the great wealth that was pilfered fram our ancestors by shrewd and unprin-
cipled men should be returned to the people of the mountains.
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"It is certain that Appalachian foull fuels will power ninth of the nation in the
future. The coal and water will be turned into electricity mul will be sold nt a
profit.

"Whether these profits will go out as dividemis to distant stockholders. or stay
behind to finance the institutions our people need so desperately and have been

promised for so long is the question that we in the mountains must answer."

(From the Louisville Courier-Journal, Sept. 16, 19651

TWA AND MINING II/GHTS

To The Eiiitor of The CouricrNfournal:
In your story headlined "COAL: Flood of Profit, Trickle of Taxes" in your

Passing Shot section of Sunday, August 29, Tax Commissioner .ilmniy Knuckles,
of Hell County, Kentucky, quoted.

The story said :
"And then there was n time a few years ago when TWA declared a supplier

in default of his contract and, through a specially written clause took over S.font

acres of coal rights.
" 'We get no taxes at all on the land now,' Knuckles said, 'and TVA hasn't even

inquired as to what we might be entitled to in lieu of taxes."
Mr. Knuckles is referring here to coal mining rights In the Straight Creek

seam in Bell and Harlan Counties which were transferred by Dan D. Stewart,
Sr., to the United States in partial satisfaction of a court judgment remitting from
failure to fulfill a contract to supply coal to TWA. No "specially written clause"
was involved.

It is true that TWA makes no direct payment in lieu of taxes on this property,
the reason being that no taxes were assessed against the former owner. Section
13 of the TWA Act provides the measure of TVA's direct payments to counties
in lieu of taxes on any power property it acquires shelf be the average of taxer;
paid in the two years prior to TVA's acquisition. Since Bell County did not asserei
or collect any taxes tor two years before TWA acquired the mining rights, thete
existed no basis under the law for payments in lieu of taxes. TWA does make
direct payments in lieu of taxes to Bell County on coal mining rights it obtained
from the Redbird Timber Corporation. They amount to $278 annually.

However, Bell County does receive a share of TVA's payments in lieu of taxes
to the state of KentucitY which are distributed among the counties in which TVA
owns power property or sells electiriety. The state distribution to Bell County,
which amounted to $2,502 in fiscal year 1965, is based on the valuation of both

the Stewart and Redbird properties. In total. Bell County thus received $2,780
of TWA funds paid in lieu of taxes. PAtfr. I.. Evass,

Director of Information, Tennenee Valley AU th ority.

(From the Appalachian South, Spring and Summer, 19661

POVERTY AND APPLVENCE IN APPALACHIAHOW ABSENTEE ONVNERBMW IN AN

EXTREMELY Rion LAND PRODUCED A REMARKABLY POOR PEOPLE

(By Harry M. Caudill)

The publicity which preceded passage of the Appalachian Development Act of
1965 focused attention on the poverty of the huge mountainous region- The Con-
gressional hearings revealed that median per capita income in Appalachia is
substantially below that of the nation generallyonly $1,405 in 1963 as com-
pared to $1,901 in the nation as a whole. Pennsylvania mountaineers enjoy the
highest income$1,680. The figure descended progressively to the abysmal sum

of $841 in Eastern Kentucky. In many Kentucky counties the per capita figure
was less than half that average. In Martin County it was only $881. In fact that
pathetic territory embraces six of the ten poorest counties in America in terms

of per capita income.
The television camera has brought before the public gaze the spectacle of dmti-

teflon in the Kentucky highlands. Affluent America has looked into the eyes of
shy, ragged undernourished children. The prosperous and comfortable have seen

crumbling mining shiseks, filth-strewn streams, road sides littered with rusty
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automobile bulks, and grim hillsides devastated by strip mining. They have been
told that one-fourth the adult Population is illiterate and have seen the dilapi-
dated school houses which have for so long symbolized the failure of education.
In the nation's mind, Eastern Kentucky hns become synonymous with poor peo-
ple. It is essential that this poverty not be associated with the land itself. East-
ern Kentucky is a fabulously rich corner of the American landnatural wealth
crawling with human destitution.

Kentucky entered the Union in 171r2. At that time the "Commonwealth" was a
veritable paradise of great forests and beautiful meadows, sparkling with clear
streams and swarming with game. No other part of the new state was so bounti-
fully endowed by nature as was the mountainous eastern third.

It boasted the widest variety of timber to be found in the world's temperate
zone, and the trees were immense and superb. The forest loam was yards deep in
places. The creek and river bottoms were narrow. but fertile. In and under the
hills lay thirty-live billion tons of high quality coal. In huge pockets were billions
of cubic feet of natural gas and rich pools of oil. The region was underlain by
great brine beds. Tbe Pine Mountain bulged with limestone and was capped
with a ledge of sandstone rich in silica. Millions of tons of low-grade iron ore
gave rise to Iron works and later attracted investment capital from Europe.

Historically Kentucky mountaineers used a supremely rich land to become a
remarkably poor people. They achieved this unenviable situation through the
same factors which brought the Irish to starvation a century and a quarter ago
primitive agriculture and absentee ownership.

'ihn Imigrnnts brought an Indian style of agriculture which relied on "new
grounds"oftom cleared by lirefor crop lands. Settling at the mouths of the
creeks where the fields were broadest and richest, they moved np the streams,
generation by generation as the lower lands lost their fertility. They never got
onto crop rotation and cover-cropping. As the population grew the agricultural
techniques which had worked reasonably well for a handful of Indians proved
disastrously inadequate. The mountaineers did not know bow to change their
agriculture and began to starve. Unlike the Irish, however, they had a fairly
benevolent government. It came to their aid thirty years ago with the WPA, and
now it sustains them with food stamps, the commodity dole and welfare grants.

Northern capitalists began buying Eastern Kentucky minerals more than
three quarters of a century ago. The illiterate and inexperienced people put their
marks to deeds which conveyed "all mineral and metallic substances and all
combinations of the same" and the unconditional right to remove them by any
method they "deemNI necessary or convenient." For prices ranging from fifty
cents to live dollars per acre these instruments delivered almost unlimited nat-
ural wealth into the hands of the harshest, most exploitative capitalists the
nation has ever seen.

These companies and their lessees have mined billions of tons of coal and
pumped mit millions of barrels of oil. They have quarried millions of tons of
limestone nnd now are piping away silent rivers of natural gas. The extraction
of East Kentucky's wealth staggers the imagination. It continues todayas in
the pastunder the direction of people who have sympathy for neither the
Kentucky land nor its inhabitants.

At one tinte the people had some considerable part in the extractive process.
The mines required large numbers of workers and the mountaineers were paid
to bring out the coal. To a remarkable degree modern technology has replaced
miners with machines and now two-thirds of the population are irrelevant to
the main business of the regionthe carting away of wealth.

The poverty of the people has become peblicly knownthe affluence of the
exploiters has been kept out of view. American business does not want to be
associated with the monumental failure of the East Kentucky economy.

VICTIM OF ORF.AT CORPORATIONS

East Kentucky coal tires the furnaces of the world's greatest steel corpora-
tionsinland Steel. Bethlehem Steel. U.S. Steel. The world's biggest steel pro-
ducer has reduced the Big Black Mountain, once one of the world's most
majestic terrain features, into a colmsal wreck. ripped apart by bulldozers and
dynamite to recover the outcrop coal left by the underground mines. United
States Steel's legacy to Kentucky is this ravaged mountain and hundreds of
miles of streams which flow thick with sediment front the spoil banks.
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Pittsburg-Consolidation Coal Company is the world's biggest privately owned
coal producer. Put together by the Mellon family, its operations dot the ppa-
laehian coal-field. including Eastern Kentucky. Its profitable mining operations
hare enabled it to buy a controlling interest in Chrysler corporatioa. The Presi-
dent of Pit t -Como)! is the Chairman of the Roanl of Chrysler.

In April. 1901 Dunn's Review nnd Modern industry carried nn article by
Thomas .1. Murray which pointed out that Enstern Kentncky is now probably
the nation's best investment opportunity. Mr. Murray shows thnt coal produc-
tion is rising with the expanding electric power market and that the profits are
immense. For example. in 190-1 General Motors mode a profit of 10.2 cents out
of each dollar received and paid a dividend of fire cents. Ihrt an obscure Phila-
delphia corporation, Virginia Coal nnd Iron Company. netted 01 per cent of
grolor and paid n dividend of forty-five cents out of each dollar received. It owns
100,000 acres in Kentucky and Southwestern Virginia and is rated by Mr. Murray
as the most profitable corporation in America.

Kentucky River Coal Corporation did nearly as well. This enviable record
was approached by Elkhorn Coal Corporation which paid out as dividends
some 35 per cent of all income gross receipts.

In addition to mineral royalties. such conqmnies enjoy snbstantial revenues
from their thick stock portfolios. Virginia Coal and Iron owns 275.000 shares
in Sontnern Railway Company and received Income therefrom of $770.000. 85
percent of which was tar exempt under Federal law.

Such corporationand there are more thnn n score of themenjoy au un-
paralled tax bonanza. Uncle Sam treats them as favorite nephews. A combina-
tion of depletion and long term investment allowances exempts nbont 70 per
cent of all income from federal taxation. By normal standards operating ex-
penses are nominal. Virginia Coal and Iron had n gross income of $2,484.840. Its
administrative expenses were only V234.322.

Limestone, too, has proved profitable. For example, one young man com-
menced a qnarrying operation on borrowed capital in the late 1940's and n
decade later was an authentic millionaire.

Perhaps the greatest success story is that of thirty year old Ashland 011 and
Refining ComrAny. It draws crude from the hills of Kentucky and West Virginia.
In the spring of 1005 it offered to bny Pnre 011 Company at a price of several
hundred million dollars.

Last year Eastern Kentucky sent some 700.000 carloads of coal to the markets
of the world. hut after half a century of such Inroads the seams have been
scarcely scratched. Approximately 33 billion tons of the original lode remain.

How, then, did Kentucky permit this monnmental expropriation of its wealth
withont bnilding a viable society and a strong economy in the hill country?
The present mess, it wonld appear, could bare been achieved only by deliberate
and diabolical planning. This is not the case. Kentuckians stnmbled into their
present sorry plight becanse of indolence and ignorance.

The first two Governors of Kentucky, Isaac Shelby and James Adair, were
tongh old Indian fighters. Like their electorate, they were rugged individualists.
Neither of them ever mentioned in any public docrment the need for schools.
Edncation was left to the parents, nnd the parents did little about it. Until the
1850's the school honse was nnknown in the mountains and the first were log
hnts presided over by semi-literate teachers. Thus a century without education
produced ignorant men and women who practically gave away the wealth of
their region and reduced themselves to tenants by sufferance. Their almost
eqnally ignorant office permitted the wealth to filter away almost untaxed decade
after decade. Taxes on mining property wereand arenominal. For example,
a few years ago my $3200 Ford automobile paid as mnch taxes as a $75,000
mining machine. Used in the mine of a mammoth corporation, it had been orig-
inally purchased by a West Virginia subsidiary. Fire months later it was sold
to the Kentucky company for $5.000. When It entered the assessors hooks nearly
a year later the $5.000 bill of sale was proof of its market value. By then.
though, it had depreciated by a couple of thousand dollars. leaving a mere $3.000
to help finance the county schools.

FEDERAL TREASURY UNDERWRTTES CREED OF =PLOTTERS

Marrowbone Creek in Pike Connty is a museum piece where all the elements
of the Kentucky tragedy are concentrated. Here where the seams were richest
the mining first began abont 1903. Giant tipples spewed endless streams of coal
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into trains which clattered away at the rnte of eight or ten a day. Coal camps
lined the valley and a little town, Heiner, grew up. Later oll and gas lines fol-
lowed the railroad. Thirty years after the mining began the WPA built the com-
munity a school. The hundreds of millions of dollars worth of untaxed mineral
left virtualy no benefit to the populace. The town collapsed. The federal treasury
had to underwrite the greed of the exploiters by building such educational facil-

ities as now exist.
It is profitable to compnre developments in Eastern Kentucky with the SWISS

experience. The Swiss obtained their independence from Napoleon some twenty

years after Kentucky achieved statehood. The little country is almost the same
size as Kentucky's mountain region. but Switzerland is comparatively poor and
bleak. It contains no oil, gas, coal or iron. About one-sixth of it is suitable for
timber growing and another sixth is crop-land. The remainder is barrenbeauti-
ful but unproductive.

The Swim recognized the imperative need for education and have done an
astonishing job of developing their human resources. They built schools and the
schools grew into colleges and universities. Illiteracy vanished. The people devel-
oped complex skills and their country became a manufacturing powerthe watch-

maker for the world. It boosts seven universities including several medical

centers. The Swiss hare conserved their natural beauty and their cities and
countryside swarm with tourists. Swiss banks lend the wealth of the world. In-
habitants of a poor land, they have built the finest social order on the planet.

Historically, Kentuckians hare neglected their human resources and today
in consequence the state reaps a bitter harvest :

now LONG WILL =TS CONTINUE?

Forty-five thousand mountaineers draw food stamps and another80,000 line up

for commodity hand outs, gifts from the U.S. Department of Agriculture. Thou-
sands of others while away their lives nt makework jobs set up under grants from

the Office of Economic Opportunitya shrivelled version of WPA. The listless
people are controlled by ruthless political machines which vote them with clock-
like precision. The valleys are littered with decaying houses deserted by the
quarter of a million highlanders who hare fied to other states. The streams reek
of filth. And coalthe black bruite of American industryaccelerates its odious
onslaught upon the people and every facet of their land. Kentucky's priceless
beauty is being gouged to rubble and with It may go the people's last hope for a
prosperous and dignified future.

How long will this situation continue/Until Kentuckians decide to control their
own affairs. Until they tax the privilege of Revering the wealth from the land
end invest the money in schools, health centers, libraries and other public facili-
ties. Until a knowledgeable electorate can be created capable of curbing the cor-
porations which operate in their midst. Every ton of coal and limestone, each
barrel of o3 and comparable measure of gas should leave in taxes the price of at
least one new brick for a Kentucky school honse. These goals may be distant but
the time to begin is now.

East Kentucky is sicksick with multitudes of paupers atop mountains of
wealthsick with an ineffective political system maintained by nn uncompre-
hending electorate. The Swiss learned long ago how to run their affairs and to
prosper in the process. Will Kentuckians ever learn as much?

(Prom Kentucky School Journal, January 19881

ITARRT CAIMILL WRTTESAN EMBARRASSMENT OF MOTES tic EASTERN KENTIMXT

(Harry M. Caudill has long been the outstanding advocate of Eastern ken-
tncky carrying a 1Rrger share of the load of financial support for education and
other essential governmental services. The source of this support, as he sees it
and tells it in this presentation, is the proper taxatiou of those who profit from
the extraction of tbe rich mineral resources of the Appalachian region.

(This particular article is based on the very provocative and convincing pre-
sentation he made before the special investigating committee last November
which was sent to Kentucky to ascertain the facts related to the KEA's request
for the imposition of national sanctions.
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(An author, an attorney, an investigator, Caudill hns become one of his region's
most powerfni enunciator of needs and proponent of a severance tax on the re-
IllOyal of the natural resources which abound in the eastern section of onr state.
Ile "pulls no punches," but backs up his hard-driving arguments with "hard"
facts on production and taxatien.)

As a lifelong Kentuckian, and as one who obtained all of his education in
Kentucky schools. I have long been wearyalmost nnto deathof the failure
of this state year-after-year, and generation-after-generation, to build a decent
and genuinely good school system when it possexses the financial potential to do

so.
Until I went to the University of Kentucky in 1N1, I bad the distinctionof a

sortof never %acing bad a school teacher who was paid more than $85 per
month as a aalary. We are doing somewhat better than that in Kentucky now,
but in those daysin the 1930'8$75 or $60 or $80 per mouth in Kentucky was
regarded as adequate pay for school teachers.

We might say that the education that was given to people of my generation
was donated to them by men and women who were willing to stay in the teach-
ing profession practically without compensation.

As a Kentucky school boy, I sat in a dilapidated school house, year after year,
and watched the trainloads of wealth rolling by the windows of that school
house, wealth of a character without which this nation could not have operated
for one honr or for one day.

If yon go to the Department of Health, Education and Welfare in Washing-
ton and talk to some of the people in chargv, they will show yon maps of the
United States with the social and educational trouble spots marked in black.
Yon will see that practically all of Central Appalachiaincluding Eastern Ken-
tuckyis marked in black. They would say it is an impoverished area.

lf, on the other hand, you go to the Department of Interior, which keeps a
record of the natural resources of this nation, you will find again that Eastern
Kentuckyand the rest of Central Appalachiais marked in black on the map.

We have in Eastern Kentucky the curious situationthe curious contradic-
tionof one of the richest lands on the face of the earth inhabited by what are
probably the poorest predominantly white people in the United States.

I might point ont that Eastern Kentucky is almost exactly the size of Switzer-
land, and they both are mountainous regions.

Switzerland has practically no minerals of any consequence, with the excep-
tion of stones in the mountains and the brine beds deep within the earth. Twenty-
one per cent of Switzerland is barren and will grow nothing.

Eastern Kentucky, on the other hand. doesn't have a barren acre in it. In fact,
it has some very rich agricultural land. Also, we have tremendous mineral de-
posits in Eastern Kentucky, and brine beds that vastly exceed those of Switzer-
land.

Yet, the Swiss today hare a population of 6 million people In our Eastern
Kentucky we have three qnarters of a million. The Swiss maintain the world's
strictest immigration laws because they have made it such a pleasant place in
which to live that millions of people would like to flock there.

Eastern Kentucky has the nation's highest ont-migration rate, as people flee
from poverty, from poor schools, and from many other things, and more into the
cities. The Swiss have brought in more foreign laborers to work there than there
are people in Eastern Kentucky.

The Swiss are n people who have grown rich on a very poor land; and we
Kentuckians in the monntaias are people who have grown poor on a very rich
land. We have done that with the help. I might point out, of the Kentucky state
government through many years.

Switzerland has 22 institutionu of higher learning. Including five great medical
schools. And Switzerland spends more money on armaments, for example, per
person than any other country in the world.

The people who control Switzerland have invested heavily in education. They
have built a fair tax system. We have failed to tax in Kentucky ; we have failed
to build a decent tax system, and we have wasted our human resources.

I think we have come to a time when it is very essential to us that we under-
stand the possibilities of the Kentucky mountains, and of the rest of Appa-
lachia, and do something to reverse this deplorable and totally unnecessary
situation.

This is a colonial territory, and its colonial character is the origin and main
source of most of its tronble. The people who own the real wealth of Appalachia
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should bare been its leaders down through the years in building a great school
system, and in building a fair and equitable tax system. It we hnd had that kind
of leadersbip, we could have built in Eastern Kentucky a new Switzerland.

We might my, "What does this have to do with Kentucky cs a wholer
Eastern Kentucky is about one-third of Kentucky, and it is nn albatross hung

around the neck of the rest of the state. The point I want to make is that Kentucky
cannot solve its educational problems until it solves the problems of East Ken-
tucky and or the West Kentucky coal fields.

The rest of the state cannot carry the burden of these mineral fields; and the
whole state will eventually become banknipt, or come to some kind of very serious
grief, unless it faces the problem of these great colonial territories existing within
the framework of the state.

Something can be done to ch,mge these things: We are going to have reappor-
tionment this year, before the r, ext leesla tare convenes. If the people of Kentucky
are made anare of the things that have been happening to them nnd to their
pocketbooks, we can get the kind of taxes on the books of this state at the next
sesion of the legislature that will do justice to every Kentuckian.

At the present time, approximately one-third of the revenue spent by the state
comes from grants in one form or another from Washington. Another third is
raised froio the taxpayers of Louisville nnd Jefferson County. The remainder
emus from the other 119 counties.

After reapportiomiient, Jefferson County, and the other urban areas of Ken-
tucky, are likely to have the capacity to pass just about any kind of legislation
they deem necessary for the wel fare of this state. If they think we need tax reform
in the mountains of East Kentucky, or in the coal fields of West Kentucky, they
can enact it.

Let me call to 3-our attention a two-year-old publication from the U.S. De-
partment of Interior, entitled, "The Mineral Resources of tbe Appalachian
Region." It is tremendously important because it refutes an old legendan old
mythabont the Kentucky mountains. It refutes, once and for all, the idea that
this is a region that cannot help itself lecause of its great basic poverty.

This publication points out thnt Southern and Central Appalachia probably is
the richest resource region on the face of the entire planet. It notes that the single
most valuable mineral deposit on earth is not the diamond fields of Africa. or tbe
:run fields of South America, or the oil fields of Arabia or Libya. Rather, the
single most valuable mineral deposit on earth is a rich seam of coal that starts in
Pennsylvania, and extends across West Virginia and Western Virginia, into
Eastern Kentucky.

Coal is the industrial muscle, tbe power, that bas run this country for more
than 100 years. Tbe modern industrial American state was built on Appalachian
coal; this coal powered the arsenal of democracy that won World War II. We
must learn that the Appalachian mountains are now, have been for many years
past, and will be for the foreseeable future, absolutely indispensable to the in-
dustrial well-being of the United States.

As this book points outciting both European and American economiesthe
mineral resonrces of the Appalachian region are absolutely Indispensable. They
are not valuable; they are priceless. If the country cannot dispense with them, no
price can be placed on these resources.

In Eastern Kentuckv there still are some 35 billion tons of high-grade coal.
Some 22 billion tons of that coal can be recovered under conventional methods
of mining. In Western Kentucky, there nre about two-thirds of that much more
of lesser quality, but still very excellent coal.

The question we come to next is whether the people who control these coal de-
posltsand the other great mineral resources that are lying alongside and over
and under themare paying their fair share of taxation to this state.

Many people have seen the better schools we hare in Eastern Kentucky after
some 15 years of steady improvement. But that's not to say they are-good, or
decent, or that they are beginning to approach an acceptable standard. They
are not beginning to approach an acceptable standard because the people of this
state cannot pay enough money in sales tax levies to support them at a decent
level.

We must make the great land owners, and the owners of the great wealth of
this state pay their fair share.

Who are the great land owners in Eastern Kentucky? Yon will find ther are the
great names in American industryBethlehem Steel, Republic Steel, United
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States Steel, International Harvester, and the Ford Motor Company, to namejust a few. You will find such lesser known companies as the Big Sandy Corpo-ration. the Kentucky River Coal Corporation, and the eenn-Virgulla Company.
These latter companies are almost unknown to the peolpie of ti:is state. They

oPerate quietly, and very much in the background, but they hare one distinctionwhich very rarely reaches public attention : They are the nation's biggest profitearners.
The people of Perry County, Kentucky, hare two distinctions. They hare the

distinction of making what I believe Is the smallest contribution to the support
of their school system of any county in the state. As the same time, this countyhas within its boundaries what are probably the two biggest earners of all in-
restor-owned corporations In the United States.

This county pays about 3% or 4 per cent of the cost of running its schools.
Opernting within the county are the Kentucky River Cord Corporotion and the
Penn-Virginia Company, which own enormous tracts of territory and lease coal
and other minerals for extraction. These two companies clear, after taxesac
cording to their own stockholders, reportssome 60 to 61 cents out of every dol-lar taken in.

Back in 1965, the president of the Penn-Virginia Company consented to an in-
terview with a reporter for a business magazine. The things he said then arevery valid today.

He pointed out that East Kentucky suffers from "an embarrassment of
riches"-4hat a tract of land in Pike County, for example, will hare one lessor,
one lessee mining coal, another taking out oil and gas, another taking out lime-
stone or sandstone, and still another one taking off the timber.

The president of this company pointed out thnt more thnn half of their operat-
ing expenses are paid from their smallest source of lucome. the timber stumpage.
The way the tax laws of this country are written, some 85 per cent of their
money is retained. In other words, about 75 per cent of all their hcome is tax
exempt through a combination of depletion allowances, long-term investments.etc.

They are able to pay out 45 per cent of gross receipts annually to their stock-
holders. and still put talent 15 per cent away into stocks of companies with which
they do businesspower companies, rail companies, and others. Eight-flre per
cent of the dividends they collect, then, are tax exempt

They are literally "rolling in the dough." They hare money pouring out of
the ground hy day and by night. Imagine what it is to be in a company that
takes in an enormous Sow of money, and hasas this company doesa total
of 17 employees. About all they have to do is check on the payments to be certain
they are being paid properly, take the money to the bank, divide it, and invest
what they don't pass out to the stockholders.

You won't see "an embarrassment of riches" on the school grounds of East
Kentucky. because these companies, and the people who serve them in the court-
houses of Eastern Kentucky and in the capital of Kentucky. hare learned long
ago to spare these people the inconrePlence of haring to pay taxes.

Not only the great landowners and leasing companies are exempted largely
from taxation, but the great operating companies, to a yery large extent, escape
taxatior at the local level.

Let us compare, as an example, the tax burden of a certain copper company
in Arizona with the burden borne by the United States Steel Corporation in
Harlan County. US Steel operates a very large mine there through the US Coal
ond Coke Company.

The copper company. in 1967. had listed for taxation in the state of Arizona.
property worth $49,457.000. It paid property taxes in the sum of $1.727.000. That
means it wonld require 28% years to pay that state in taxes an amount equal
to the appraised value of its property.

If we look nt the US Steel mine, we find it had an appraised ralne of $9.300.000.
on which it paid Harlan County taxes amounting to $34.500. This means it would
require 270 years for US Steel to pay Harlan County an amount equal to the
assessed value of its property. There is a difference.

Recently, there was a story in the Hazard paper telling about the opening of
n giant new mining comnlex in Knott County 1A.200 acres of coal were going
to be developed: 1.250.009 tons a year were going to come out of the ground:
250 neople were going to be employed.

What is that coal property paying the people of Knott County? A total of 22
cents an acre.



8091

The sales tax doesn't apply to them, either. If you buy concrete blocks to
build a house, you pay sales tax on them. If you are a big coal company operat-
ing under the milling laws, these same concrete blocks would be exempt from
the sales tax. The same is true about drills : The dentist pays sales tax on a drill
to use on teeth ; the mining company pays none on a drill to use in extracting coal.

We need a state severance tax. Every ton of coal, every comparable measure of
natural gas, every barrel of oil, all the limestone and other minerals, including
ball clay and zinc, ought to pay the state of Kentucky at least the price of a new
brick or two. That money ought to be translated into new schools, into laborator-
ies, into libraries and all the things that are necessary to teach.

Second, we need to see that this property is properly assessed, that it is
put on the books, and that it is taxed. I would agree that you cannot get fair,
full market value on the tax books, because this property is invaluable. You
can't get its true value, but you can get a great deal more than you are getting
now.

Third, I think support should be given at the national level to Senator Lee
Metcalf's bill, which would levy a federal severance tax under circumstances
that would let the states keep the money. That would bring into Kentucky an
estimated $28-30 million each year.

Finally, we need to split the depletion allowance. If the depletion allowance is
reasonable and fair and just for the company, on the ground that its reserves
are being depleted, then it is fair also for the counties which are dependent on
those reserves.

What we need is a bill that would raise the depletion allowanceperhaps
to 30 per cent or so on all of these minerals. Let the company take off the first
30 cents, and then let the federal government levy a tax at the rate of 50 per
cent of the money that the company keeps by virtue of the depletion allowance.

Let that money be put in a trust fund, and then be fed back into the counties
from which it comes. If they could be cut in on this kind of sharing of depletion
allowance benefits, they could within a few years build the libraries, build the
schools, pay the teachers, build the industrial sites, build the sewage facilities,
and do all the other things necessary to build a viable economy.

[From the Appalachian South, Spring and Summer, 1966]

WEST VIRGINIA WONDERLAND

(By William C. Blizzard')

TO BELIEVE IMPOSSIBLE THINGS

Alice laughed. "There's no use trying," she said: "one can't believe impossible
things."

"I daresay you haven't had much practice," said the Queen. "When I was
your age, I always did for half an hour a day, Why, sometimes I've believed as
many as six impossible things before breakfast. . ."

The White Queen in Lewis Carroll's famous fable must have spent her child-
hood in West Virginia. For the Mountain State is indeed a Wonderland similar
to that traveled by Alice, a mirror world where everything is upside down and
backward.

1 William C. Blizzard comes from early Appalachian pioneers. He is from a long line of
coal miners and fighters for a better life through union organization. Both of his grand-
fathers were miners. So was his father, the fearless "Bill Blizzard," noted for heroic lead-
ership in pioneering union struggles on Cabin Creek and elsewhere. In those days union
men faced both the comnany gun thugs and treason indictment in the courts. "Bill
Blizzard" was a part of the leadership in the famous armed march against the coal oper-
ators in September 1921. He was tried for treason (We plan a feature story on him
in a later issue).

At the age of 70 William C. Blizzard's paternal grandfather quit mining because of ill
health. He and his wife started a restaurant on Cabin Creek which became a land-
mark as "Mother Blizzard's Restaurant." Striking, hungry miners were never turned away
from its doors. The restaurant is now run by a Blizzard uncle.

William C. Blizzard is a West Virginia University graduate with English literature major.
He studied at Columbia in journalism and did further studying in photography. He ia
now on the staff of the State Magazine of the Charleston Gazette and Mail as photographer
and feature writer.



8092

Everything? No. There are many positive virtues in West Virginians and many
positive aspects of West Virginia. But is it not impossible for a rich state to
be a poor state? Is it not impossible for West Virginia politicians to boast of
their sympathy for the common man while at the same time imposing the most
regressive system of taxation in any of the 50 states?

Is it not impossible for most wage earners to overwhelmingly support a Demo-
cratic party which recently piled still more overwhelming sales taxes upon their
already heavily burdened backs? Is it not impossible for highly educated school
administrators in the West Virginia Education Association to advocate and
become parties to the passage of such taxes, knowing their regressive and unjust
nature, when teachers are supposed to inculcate in the young the virtues of
fairness and justice?

Is it not impossible for newspapers and businessmen to complain that West
Virginia is run by labor leaders (it used to be John L. Lewis exclusively), when
the power of the coal operator in the Mountain State has for more than 50 years
been undisguised, unashamed, and supreme? Is it not impossible for a governor
o? West Virginia to be revited by West Virginians because he advocated a
severance tax to retain some of the wealth of West Virginia for some of those
very same West Virginians?

None of the above six conditions is impossible. If the White Queen had' spent
her childhood in the Mountain State, she might have easily believed them before
breakfast. For they are perfectly true. If modern Alices or Als need practice in
believing the impossible, they should step through the looking glass into West
Virginia.

RICII AREA, POOR PEOPLE

The problems of other states of Appalachia may not resemble those of West
Virginia in detail, but it is probable that residents of such other states may find
enough parallels to be instructive. For, as Harry Caudill and others have pointed
out ( not in these words), common miseries inflamed by common causes make
common. bedfellows.

West Virginia has been and may yet well be one of the richest areas in the
world in natural resources. Since about 1931 it has led the nation in bituminous-
coal production. The late Jesse V. Sullivan, of the West Virginia Coal Associa-
tion, once estimated that if all the coal in the mountain State were stacked into
a monument one acre square, it would make a sort of pylon for astronauts
17,526 miles high.

West Virginia once held first or second rank in the nation in natural-gas and
petroleum production. Both industries have been declining for 50 years, but
Paul Benedum, of the famous oil family, has stated that three-fourths of West
Virginia's original oil deposits are still underground, waiting to be tapped.

Immense sand deposits enable West Virginia to rank second in the United States
in glass manufacture. West Virginia timber production once placed the State
among national.leaders in that field, although production is now about one-third
of its peak.

It is evident, without further elaboration, that West Virginia is a rich state.
Yet it is also obvious that West Virginia is a poor state.

COLONIAL TYPE EXPLOITATION

This paradox is more easily understood if the situation is described a little
differently: Much wealth has been extracted from West Virginia natural re-
sources, but little of that wealth has remained in the hands of West Virginians.
The reason for this, of course, lies in the exploitation of Mountain State natural
resources by outside capital.

The resemblance of West Virginia (and much of the rest of Appalachia) to
the colonial domains created by Great Britain and other powers during the 19th
century imperialist era has been pointed out by several writers. That is, outside
capital in both cases milks its victims of natural resources while dominating the
native government and treating the natives as contemptible, expendable, and a
source of cheap labor. The fact that such capital may serve, willy-nilly, an ulti-
mately progressive end does not alter Its essentially aggressive, brutal character.

The situation has not changed, basically, in West Virginia today. The coal
industry, obviously, has been the principal architect of the Mountain-State econ-
omy, and, as such, has dominated state government. In recent years (since
Franklin Roosevelt's New Deal), labor unions, particularly the United Mine



Workers of America, have had some influence on legislation and legislators, but
the coal industry and its allies yet dominate the state.

On occasion, it is true, the natives have rebelled, as they have rebelled in all
colonial areas. These rebellions, after being harshly suppressed, are usually
pointed to by some politicians and economists as examples of the "unfavorable
labor climate" which, they cry, is ruining the state.

BY MANIPULATING TAX STRUCTURE

In fashioning the economy of the Mountain State, the coal industry and its
allies have necessarily given much attention to taxes. When a single coal com-
pany may own thousands of acres of property in a single county, this concern is
understandable, as is the concern of the coal company with the health, welfare,
and attitudes of the local assessor.

Stated in the simplest terms, it has been to the interest of the coal industry
to keep its own taxes low or nonexistent, so that the wealth coming from the hills
(4 West Virginia benefits those not from West Virginia ; conversely, it has been
in the interest of West Virginians ( or would be) to tax the coal industry rather
heavily, so as to retain at least a portion of West Virginia's wealth in West
Virginia.

In this continuing war, small-income West Virginians haven't had a chance.
Key battles on behalf of the West Virginia taxpayer have invariably been gen-
eraled by organized labor, and the fight has sometimes been impressive. But the
tax structure in West Virginia remains largely as the coal industry wants it.

This structure is most interesting, and, from the point of view of the wage-
earner, small businessman, and white-collar worker, most revolting. Before ex-
amining this system as it is, it might be well to comment on tax systems generally.
Any good encyclopedia will amplify the following brief information.

Economists classify taxes as progressive if they are based on the ability of
the taxpayer to pay they are regressive if they are a flat rate on rich and poor
alike, without regard to the ability to pay.

An example of the progressive tax is the graduated income tax. An example of
a regressive tax is the sales tax on consumers or on gross business. Although tax-
ing in accordance with the ability to pay seems most fair and equitable, the prin-
ciple is widely disregarded. Nowhere is it more widely disregarded than in West
Virginia.

Thirty-three states, West Virginia among them, levy consumer sales taxes.
West Virginia in addition has a gross sales tax, levied not on the net income of a
business, but on gross sales (even if there is a net loss). It is a highly classified
tax which falls with unequal force upon different businesses, and it penalizes
most heavily the small businessman and the man just getting started. The state
also has special sales taxes on cigarettes, liquor, soft drinks, and other items
which are obviously not absolute necessities.

The combination of these three sales taxes, plus similar local taxes, makes
West Virginia taxes the most regressive of any in the nation. The consumer also
gets hurt by the shifting of taxes imposed on businesses, but this standard mark-
up as part of the cost of doing business is general everywhere, and not specifially
a Mountain State problem. State Senator Paul Kaufman points out :

"West Virginia collects about 45 percent of its general revenue from gross sales
taxes, 30 percent from consumers' sales taxes, and 10 percent from sales taxes
on specific commodities such as cigarettes and liquor. These figures are inexact
. . . but in any event we collect approximately 85 percent of our total general
revenue from sales taxes (none of which are based on 'ability to pay') as com-
pared to Kentucky's 26 percent and Illinois 44 percent, for example."

NO CORPORATE INCOME TAX

There is no corporate income tax in West Virginia, although Senator Kauf-
man has introduced a bill providing for such a tax in the current session of the
legislature. There is no severance tax on natural resources, an omission in West
Virginia comparable to a failure to tax coffee in Brazil. There is a property tax
and coal companies own much of the surface area of West Virginiabut this
tax is light.

A 1954 report of the Governor's Commission on State and Local Finance con-
cluded : "In West Virginia, property is valued erratically ; taxed lightly ; and
distributed unevenly." The Commission further reported: ". . . the total assessed
value of all real estate in West Virginia in 1953 was $105 million less than it wao
before 1932 (my italics)."

4:1 I U
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It is no doubt true that the tax on coal company personal property is often
absurdly light. A friend of mine in Clay County once told me that he knew for a
fact of a coal company locomotive that was assessed at less value than his old-
model car.

The gross sales tax applies to the coal industry, as it does to chemicals and
metals. But in the January 23, 1966, issue of the Charleston Gazette, colunmist
George Lawless made this point : "Theirs is largely a resource-based raw-material
industry. as is coal, and they do not pay a state tax on point-of-sale transactions
at distant marketswhere real profits are made." In contrast to the large, high-
profit industries, the low-margin businessman Is Inirt badly, at times, by the
gross sales tax, for it taxes total volume whether or not a profit is made. That is,
the low-profit man, which means the little man and the beginning business man,
often takes a loss but must still pay a tax on his gross.

TAX BURDEN ON LITTLE PEOPLE

Just to add insult to injury, the West Virginia sales-tax law exempts sales of
machinery and supplies to be used or consumed in the business of manufacturing,
transportation, connnunication, and production of natural resources ! The law is
careful, however, to collect one penny on each six-cent purchase (through 35
cents) from a widow living on a welfare check. This amazing feature of the
Mountain State sales tax is a tribute to the thoroughness of coal-company tax
experts. No one knows how much money repeal of this exemption could mean in
tax dollars, but estimates range to $30 million.

It should not be forgotten, however, that the primary consumer aim is the re-
placement of a regressive tax system by a progressive one, not amending of the
gross sales MY to include those deliberately excluded.

In short, tl:e coal-industry-dominated government of West Virginia has created
a thx structure which has shifted nearly the entire tax burden to the consumer
and small businessman. In so doing, it has ignored a principle of taxation set
forth by Adam Smith in "Wealth of Nations," namely, that each taxpayer should
pay in proportion to his ability.

It has adhered to a taxation principle attributed to Colbert, the finance min-
ister of Louis XIV : "Pluck the goose so as to obtain the most feathers with the
least squawking."

The inequity of the sales tax, for the benefit of those yet unconvinced, was de-
scribed by the noted economist E. R. A. Seligman before the Senate Finance
Committee of the 67th Congress as long ago as May, 1921 :

"But when you come to a general sales tax you are dealing with a tax on
necessaries, inasmuch as the great mass of sales are sales of necessaries. .. .
Therefore, aS the French writer in the Middle Ages pointed out, a general sales
tax is a sort of upside down income tax. Instead of taxing the man with a higher
income a little more, or much more, as we do, you tax the man with the smaller
income not only relatively as much, but relatively more..It is.this instinctive re-
action of the common man to the proposal of a sales tax which is responsible for
the opposition to it manifested from the time of the Romans under Tiberius all
the way down through the Middle Ages, Nihen the riots took place, down to
modern times, as in this very country, where the laboring classes are now up in
arms against it.

"No civilized country before the Great War has ever succeeded in maintaining
a general sales tax."

Seligman: needless to say, would not be happy with the present West Virginia
tax structure.

ORGANIZED LABOR OPPOSED UNFAIR TAX

He would not be alone in his unhappiness. The West Virginia AFL-CIO has
consistently tried to rectify the lopsided tax structure. Small business has found
a voice in Sen. Paul Kaufman and others. Ordinary West Virginia taxpayers
complain, but it is unlikely that they, as a whole, understand to what extent they
a re being bilked. A purpoce of this article is to inform that understanding.

Administrators and politicians in State government are becoming more and
more 'alarmed about an obvious fact : 'West Virginia revenue is insufficient, in
this modern age, to provide adequate state services. This is true even 'though a
1060 Tax study Commission report revealed that West Virginia ranks firstamong
12 selected states in per-capita taxes as a percenthge of incomealthough the
same stud y showed that in most caseS West Virginians have less per-capita income
to pay it out of.
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"DAD TAXES DRIVE OUT GOOD PEOPLE"

West Virginia educators have been yelling for a long time about lack of funds
for buildings, teachers, and administration. There is no doubt whatever that
West Virginia has for years been training teachers who have promptly moved
out of the state to lower hills and higher pay.

Other professionals are also leaving, and are difficult to recruit from other
areas. The president of the W. Va. Medical Association recently pointed out that
only 20 of the first 150 graduates of the West Virginia University Medical School
are practicing in the state.

This general exodus of trained professionals is an example of what might be
called Taxation's Coal-Dust Law : "Bad taxes drive out good people." The well-
known exodus of former coal miners from West Virginia is another matter, a
movement based not so much on a search for higher pay, but for any pay at all.
As I have written before, all workers should observe the plight of the coal miner
in Appalachia and beware.,That highly automated, electronic ber tolls for thee,
and automation will come to all job classifications and all industries.

EDUCATORS HELP MAKE TEMPORARY SALES TAX PERMANENT

It was largely in response to demands of educators that Gov. Hulett Smith
and the 1965 Democratic legislature made a "temporary" three per cent sales tax
permanent. Since 1933, the tax has been two per cent (beginning at one penny
on six cents) on the dollar until upped by Democratic Gov. W. W. Barron in
1961 to three per cent. Barron, in asking for the increase, explained that it was
to finance a work and training program for the unemployed, and was to last for
only seven months. A Charleston Gazette editorial of January 14, 1961, told West
Virginians : "As we said, this is a temporary measure. The extra tax which will
be collected Sunday will expire August 31. . . ."

Because there was no untoward squawk from the plucked geese, this tax did
not expire, but was extended no less than four times. Encouraged by the lack of
organized opposition to the added sales tax, the Hulett Smith administration
made the "temporary" tax permanent. It would be bad manners to suggest that
the hoopla about the tax being temporary was a strategical hoax on the public.

To close students of Mountaineer fiscal history, or even to a casual student like
me, the ploy of a "temporary" tax being made permanent sounded and looked
like West Virginia tax history repeating itself.

SMALL TIME POIITICIANS EXPLOIT ROOSEVELT MEMORY

The original West Virginia consumers sales tax was passed under the leader-
ship of Democratic Gov. Herman Guy Kump, a small-town mayor, banker and
politician. Kump scooted in with the Roosevelt landslide of 1932, a landslide so
complete in West Virginia that every branch of state government belonged to the
Democrats for the first time in 40 years.

The Democrats have been in power ever since, although the Republicans did
manage to elect Cecil Underwood as governor in 1956. The Democrats regained
their complete grasp of state government with the election of Gov. W. W. Barron
in 1960.

A major reason 'for the continuous Democratic power in the Mountain State
is the high percentage of unionized workers and their trust and affection for
Franklin D. Roosevelt and his menlory. Yet one of the first acts of the West
Virginia Democrats, who rode to power.on the coattails of FDR, was to pass a
consumers sales tax, the sort of tax which FDR publicly denounced at every
opportunity. This is not to say that the common man should desert the Democrats
for the Republicans.

A DONKEY OR AN ELEPHANT ?

It is to say that the coal operators and their allies would just as soon ride a
donkey as an elephantand they do. They are too shrewd to place blind faith
in party labels, and the ordinary consumer would do well to become as shrewd.

To revert to Kump's original, two percent sales tax, it also was enacted, in
1933, as a "temporary" revenue measrue to aid public schools. And it also was
later made permanent, in 1937, under a succeeding Democratic governor, Homer
Adams Holt. It seems that the Barron-Smith tax ploy was merely a copy of the
earlier Kump-Holt strategy.
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In 1941, the legislature exempted certain foods from the sales tax, and in
1943 another law abolished that amendment, but eliminated the tax on the first
50 cents spent for foodstuffs. These slight, temporary gains for the West Virginia
consumer were wiped out in 1951. Today there are no food or drug exemptions of
any kind and you start paying a penny tax on a six-cent purchase, if you can
find anything to buy for six cents.

A PENNY TAX ON SIX CENTS PURCHASE

West Virginians now pay a penny sales tax on commodities costing six cents
through 35 cents; two cents from 36 to 70 cents; and three cents sales tax from
71 cents through one doilar.

In levying a penny tax bite on six-cent purchases, West Virginia may be the
world's champion sales-tax collector for the small-income taxpayer, particu-
tarty in view of the fact that West Virginia exempts no food or drugs. West vir-
ginia began its sales tax at a lower level than any other state.

Despite this increase, there are indications that state officials and legislators
are loAing desperately for additional sources of revenue. Howls of educators have
not ceased. On January 24, 1965, a team of Concord College officials warned that
West Virginia higher education is slipping fast and "in real danger" because
of inadequate funds provided for colleges and universities.

The West Virginia Welfare Department recently told the House Finance
Committee that unless more funds were provided in the 1966-67 budget, 10,000 poor
would have to be stricken from the rolls of the ADCU (public works and train-
ing) program. This was the program instituted by Gov. Barron, to be paid for by
the "temporary" one per cent sales tax increase. The fact that this added sales
tax has been made permanent is apparently not enough, today, to keep the welfare
program going.

State School Superintendent Rex M. Smith told the same Finance Committee :
"I think it will be impossible to take care of the (educational) needs of the state
under the present revenues." Dr. Leonard C. Nelson of West Virginia Tech was
also grim about higher education under present legislative budgets. He pointed
out that the proposed budgets were based on an expenditure of about $650 per
pupil, while the national average is about $950.

Another hole in the West Virginia tax sock was a recent adverse decision
by the State Supreme Court concerning a transportation privilege tax levied
against gross income (for the most part) of various transportation media. The
State Supreme Court held last summer that certain aspects of the tax were
unconstitutional.

But the tax is still being collected, the state taking the position that the matter
is still in litigation, pending a possible appeal to the U.S. Supreme Court. Although
this may make tax receipts look a little better, it is likely that up to $20 million
will have to he refunded to transportation companies, and more than $2 million
of tax revenue a year will be lost.

An ironic footnote is that a statewide property reappraisal program, which
optimists hoped would improve the West Virrinia tax picture, May have to be
abandoned unless the state budgetary agency, the Board of Public Works, gives re-
appraisal sofficials more money to work with. The reappraisal program, in ex-
istence for seven years, has been completed in 36 of .C12 counties.

In order to help .out the school systeM, Gov. Hulett Smith is trying to-get the
current legislature to prepare a constitutional amendment to make school7bond
levies possible by a simple majority vote. At present; 60 per cent of those voting
must approve a bond issue. Sometimes bond issues are desirable but they are ex-
pensive tin inrerest ehnrcecl subetitutes for on adequate tax system.

As an example Of how expensive bond issues can he. I'll quote a letter to the
Charleston Gazette from E. E. McMurray of Ravenwood. McMurray points out
that the original amount of a Jackson County school bond issue passed in 1960
was S2,676,000. with on interest rate of four rer cent. to he pohl off by 1984.
In 1966, according to McMurray, the principal remaining is $82,000, and the
interest is $90.000

PLUCKED GOOSE BEGINNING TO SQUAWK

In short, West Virginia state government in 1966 needs more money, and needs
it badly. It has gone about as far as it can go with ssales taxes, for the goose
is beginning to squawk.

2 ''0;.4 A
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This is evidenced by the introduction in the 1966 legislature by Senator Paul
Kaufman and Delegate Kenneth Auvil of a bill to tax corporate income. Quite
predictably, the bill is opposed by the West Virginia Chamber of Commerce,

the West Virginia Coal Association, and the West Virginia Manufacturer's
Associa tion.

It is interesting that Kaufman, who/is leading the fight for the bill, is not
merely introducing specific legislation, but is arguing for a different philosophy
of taxation in West Virginiaa philosophy endorsed by Adam Smithbased on
the ability to pay. Kaufman desires to eliminate the gross sales tax and reduce
the most glaring inequities of the consumers sales tax.

MARLAND FOUGHT FOR SEVERANCE TAX

It is possible that he will eventually work for a severance tax, although there
will be many a legislative skirmish before this main battle can take place.
Making headway against the coal operators and their allies is no easy task in
West Virginia. But in the realm of taxes in West Virginia, one thing is sure:
More revenue must be derived from some source, and the consumer Is going to
resist mightily any additional burden.

With small businessmen and small consumers squawking like a whole gaggle
of geese, the legislature will be forced to attempt to impose taxes on the large
corporations doing business in West Virginia, and the attempt will he interesting
to watch. It has been tried before.

A noteworthy attempt, the most noteworthy in West Virginia tax history, was
made under the administration of the late William C. Marland, West Virginia
governor from 1953-57. Mariam'', a Democrat, nroposed and fought for a severance
tax on natural resources. But before'examining Marland's interesting tax pro-
posal, let us look, very briefly, at a few more tax facts in West Virginia, and
review a few previously mentioned.

Before the second decade of the 20th century, West Virginia was predominately
an agricultural state. The principal tax base was property, and this remained
true until 1933, when a Tax Limitation Amendment drastically curtailed exist-
ing and potential revenue from that source.

Since 1933, sales taxes have been the principal source of state revenue. The
consumers sales tax remained at two percent from 1933 until the raises men-
tioned above in 1961 and 1965. The gross sales tax began at only one-tenth of
one per cent for all industries, but over the past 30 years has increased from
20 to 70 times that amount, depending upon the industry taxed.

Nevertheless, the gross-sales-tax burden on West Virginia manufacturers is
not nearly so great, relatively as the sales-tax burden on consumers. Vance Q.
Alvis, associate professor of economics at West Virginia University, is author-
ity for this in a special study of the gross sales tax. "Although most states," says
Professor Alvis, "do not levy a gross receipts tax, the tax upon manufacturers
does not appear to constitute an unduly heavy tax burden in the states which do.
To the extent that the tax is shifted to West Virginia consumers, it is light by
comparison with the consumers sales tax rates."

UNIONS FOR PROGRESSIVE TAX

The West Virginia AFL-CIO, Senator Kaufman, and a few others, plan to
replace the gross-sales tax, eventually, with progressive taxes such as a cor-
porate income tax and a personal state income tax. No corporate income tax
exists at this writing, but a personal income tax does, enacted by the 1961 legis-
lature. The legislature did not, unfortunately, ease the personal tax burden by
lightening the consumers-sales-tax load, so the West Virginia consumer in 1961
found himself with yet another tax burden, as he does today, only more so.

From the point of view of the consumer, the worthy tax aim in West Virginia
today is to abolish regressive, Inequitable taxes, and establish taxes based on the
principle of ability-to-pay. From the point of view of the coal industry, other
extractive industries, and large manufacturers, the desirable tax aim is to
keep matters pretty much as they are (more sales taxes on consumers being
almost out of the question).

But if more state Tevenue is needed, and indications are that it is desperately
needed (even the matching of federal funds on a magnificent 90-10 basis is be-
coming (lifficult), tax revenue must be increased. It appears that the time is fast
approaching when what may loosely be classed as "Big Business" in West Vir-
ginia must be taxed.
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How heavily it will be taxed, and the tax relief granted the "little man," will
be determined not by good or bad intentions Ina by the political strength of the
Contending parties.

As was mentioned, Gov. William C. Mariana had the temerity to propose, in
coal-industry-dolninated West Virginia, a severance tax on natural resources.
On anuary 23, 1953, Mar land, in the conventional introductory message to the
legislature, proposed his most unconventional (in West Virginia) tax to raise 818
million a year.

Except for an "inner circle" which almost surely was consulted, his proposal
came without warning to friend or foe. The natural-resource industries, headed
by coal. (teel:.red a ar. Marlami in turn called in all available allies.
an array which was outwardly impressive.

In the first place, Marland's severance tax had the support of the United Mine
Workers of America, an organization %%Well then had 115,000 members in West
Virginia, and was a powerrnl political force. The AFL-CIO adde(l its endorse-
ment.

West Virginia educators publicly supported the severance tax (although in the
light of their support of a heavier sales tax, it is probable that desperate Moun-
tain State teachers will support any tax measures which will contribute to teacher
salaries and general school aid). State School Superintendent W. W. Trent said
he favored the tax "without qualificaton," and Phares Reeder, Executive Secre .
tory of the W. Va. Education Association, also voiced his support.

All but one member of the entire West Virginia national congressional delega-
tiontwo U.S. senators and five representativesvoiced approval of the sever-
ance tax. The lone dissenter was Republican Representative Will C. Neal of the,.
'fourth district.

These seven senators and representatives not only voiced their approval of the
severance tax, but all or nearly all actually journeyed from Washington to
Charleston to argue for the bill in public hearings. One U.S. Senator, the late
Matthew M. Neely, had much of his argument for the tax printed in the Febru-
ary 18, 1953, issue of the Charleston Gazette.

BATTLE BETWEEN ABSENTEE OWNERS AND PEOPLE

His argument concluded as follows: 'The battle raging over the pending clues-
titni is largely between absentee captains of industry on the one hand and the
men, women, and children of West Virginia on the other. It is what Lincoln de-
scribed as a contest between the God-made man and the man-made dollar. In such
case, count ine on the side of the God-made men, women and children every time."

At the state legislative level, House Majority Leader Martin C. Bowles, who
was also an AFL-CIO attorney, was for the severance tax. In 1953, there were
almost three times as many Democrats as Republicans in the W. Va. house, and
more than twice as many Democrats as Republicans in the senate.

Both the Speaker .of the house and the President of the Senate were Democrats,
which meant that important counnittee chairmanshiPs (often vital in the passage
of legislation) were in the hands of the party of Governor William C. Marland.
If voting had been along party lines, Marland would have gotten his severance
tax without a struggle.

But voting on the severance tax was not, of course, along party lines. Just
what did motivate the legislators who killed the proposed legislation will not
be suggested by this writer, inasmuch as it is considered impolite to qtiestion the
motives of politicians. I shall merely show the deployment of forces.

It is almost superfluous to point out that the forces against the severance tax
were led by the coal operators and their varied associations fa West Virginia,
ably backed by the other natural-resources industries which the bill would have
taxed.

PRESSED OPPOSED SEVERANCE TAX

The West Virginia press was almost unanimous in its opposition to the sever-
ance tax. The Charleston Gazette, the state's largest paper and not so liberal
in 1953 as it is today, may be said to have led the fourth-estate fight against
Marland and his tax. The Gazette ran many editorials and many cartoons, some
of them quite clever, purporting to prove that John L. Lewis was threatening to
take over West Virginia.

AbovP the signature of the late Frank A. Knight, then managing editor of

the Gazette, appeared this dire warning : "John L. Lewis, as the real mastermind,
will get control of the West Virginia coal industry, of the state Police, of the

2-171";24..
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Workman's compensation fund, and of the unemployment compensation fund,
making it a strike fund."

Governor Mar land reacted by mailing a "letter to the editor" to the Gazette,
writing that "it would seem only fair to the readers to inform them . . . that a
distinguished member of your editorial board is Mr. Carl Andrews, Secretary of
the West Virginia Coal Operators Association."

Although it is never wise to underestimate the role of the press in shaping
public opinion, that role has been complementary rather than decisive in West
Virginia. Marland's severance tax was defeated in the legislature, or, rather,
by maneuvers which were manifest in later actions of the legislature.

In retrospect, it is evident that the severance tax never really had a chance,
despite the impressive outward strength of the pro-Marland forces. The bill did
get out of the House Finance Committee, as amended, but without recommenda-
tion, on March 3, 1953. Un March 5, the house voted by a majority of 56 to 41
to postpone indefinitely further consideration of the bill. The senate version had
been killed two days earlier in the Senate Finance Committee, so the battle was
ended.

Said Senate President Ralph Bean (who had opposed the tax) a few days
later : "The 1953 legislature has been independent in its thinking and actions ;
it has not been controlled by any one person, group, or faction." And who could
prove him wrong?

West Virginians who yet favor a severance taxand many domight study
in detail the 1953 battle for such a tax which I have outlined so briefly. The
basic opposing forces have not changed. They are the coal Industry and its allies
on the one hand and consumers represented by organized labor and more-or-less
organized consumer groups on the other.

Even a cursory study indicates that changing the tax philosophy and tax
structure in West Virginia involves first changing the legislature, and this is a
political task not likely to be accomplished quickly. Practically, it means work
within the dominant Democratic party to strengthen its liberal and progressive
segment and wrest leadership from the now-powerful conservative faction. This
means increasing attention to candidates in primary elections, inasmuch as the
Democratic nomination is so often tantamount to election.

Progress is not apt to be easy or rapid, nor is the West Virginia press, gen-
erally, likely to change its coal-dust spots and inform ordinary West Virginians
concerning their best tax interest. It is also true thatthe UMW has in the past
decade lost political influence, if only because it has lost so many members, and,
with politicians, votes count, or even potential votes.

This means that a once-powerfu advocate of the severance tax in West Virginia
has been weakened since 1953. Also, it seems evident that the UMW leadership,
at least on a local level, no longer feels so strongly about such a tax.

On the positive side, it is probable that the AFL-CIO will grow in West Vir-
ginia. This is by no means certain, however, as national events and national poli-
tics only indirectly related to labor can have a pronounced effect, pro or con, on
the Mountain State labor climate. It is certain that tax reform in West Virginia
depends a great deal upon AFL-CIO growth assuming that the union does not
deviate from its excellent past record on tax reform.

REGIONAL PROBLEM'

It also depends upon the growth of independent consumer organizations of a
local or regional nature, or both. A regional out look seems logical, for the states
within Appalachia are plagued by many common problems.

Althouuh taxation in a single state, in detail, is an extremely complex animal.
it is possible to pick out its major bones and thus get a better idea of the nature
of the whole beast than if the creature is studied bit by bit in its enormous, liv-
ing .detail.

Fossil experts thus recreate the detailed appearance of giant animals that once
strode the earth..I believe that an examination of the belies of the West Virginia
tax structhre reveals, a sort of fiscal Tyranvosanris Rex astride the' backs of or-
dinary Mountaineers.

But tbis great toothed reptile can, in time, be turned ,into a harmless chame-
leon. On a short-term basis soMe of its fangs can be pulled. Does this sound im-
possible? PerlMps so, but. I. prefer to .believe it. Like the White Queen in her
youth. I sometimes believe as.many as six impossible things before breakfast. It
nmkes life not onlybearable, but hopeful, in a looking glass world.



8100

(From Dun's Review and Modern Industry. April 19(15)

It has capital gains, deplction and unbclicrably high Profits. yet it M . . .

THE INVESTMENT NOBODY KNOWS ABOUT

One wintry afternoon a few months ago, John S. Cline Jr. brought his car to
an abrupt halt at a street corner in his native Pikeville, Kentucky. His wife
quickly informed him that their car had the right of way, no stop was necessary ;
just as quickly Cline retorted that it was. "Here conies a coal truck," he drawled,
pointing at the intersecting road, "and that means six dollars to me. The faster
that driver delivers his load and makes another trip, the more of those six dol-

lars I'll be getting."
For John Sinclair Cline, a prosperous attorney in the heart of poverty-stricken

Appalachia, those six-dollars-a-truckload returns have been coming faster and
faster in recent years. For Cline is a member of one of the small band of finan-
ciers who are reaping golden profits from the investment nobody knows about :
coal royalties, which come from leasing mineral-rich lands to mining companies.

For the past two or three years, no other fuel has burned quite as brightly as
coal. Aided by cost-cutting machinery that has enabled it to compete in the utility
market against natural gas and oil (most utilities can quickly switch from one
fuel to another, depending on the price) coal has scored an amazing comeback.
From 410 million tons as recently as 1959, its output had climbed to an estimated
480 million tons last year and will probably hit 487 million tons during 1965.

And at least one-third of that output will conie from the lands held by the coal
lessors. By the estimate of no less an authority than F. Addison Jones, a special-
ist in the National Resources branch of the Internal Revenue Service's Special
Technical Services Division, there may be as few as 400 to 500 of them. But by
profession, he goes on, the 400 owners of coal royalties include insurance agents,
farmers and corporation executives, as well as fairly large corporations and a
few good-sized partnerships.

For all their small numbers, moreover, the coal royalists hold what may well
be one of the most lucrative investments in all of America. Certainly it is not too
much to say that its benefits begin right at the tax collector's door. Almost hid-
den in the federal tax code, a special provision gives capital gains treatment to
royalties received from the mining of coal lands that have been held for the
usual six months or more.

But like the seam of coal above ground, that is only the beginning of the
wealth. Not only does the coal royalist get capital gains treatment, he also is
blessed with the benefits of a cost depletion allowance. This is based on the origi-
nal cost of the property. If the coal royalist paid $5,000 for his land and it holds
50,000 tons of coal, then the royalty income at the average 25 cents a ton would
come to $500 for a typical 2,000-ton mining year.

When it comes to paying taxes on that $500, the coal royalist first takes out a
depletion allowance of $200. Then, from the remaining taxable income of $300
he computes his tax at the 25% capital gains rate. Final tax : $75, giving him a
return after taxes of 85% on his total income of $500.

THE TALK IN PIKEVILLE

The men who pay this tax readily admit that it is the capital gains provision
that haS put the crown back on King Coal as an investment. Talk, for example,
to Rolla D. Campbell, who is president of the Coal Lessors Association, the trade
association for many coal-land owners. Grey-haired and thin, but still vigorous
for all his 68 years, Campbell today winters in Palm Beach, in a plush apart-
ment whose glass walls slide back to reveal a breathtaking view of the inland
waterway and Palm Beach basin with its famed millionaire's row of luxury
yachts.

In 1951 he was the man, according to talk in Pikeville, Kentucky, who was most
responsible for convincing Congress that coal royalties deserved a capital gains.
"Without that change," says Campbell, "I seriously question whether there could
have been as extensive a coal industry development in the past decade as has been
the case."

Certainly, few coal royalists can complain. John Cline', for example, qualifies as
a medium-sized owner, holding several thousand acres of coal land around the
Cumberland plateau in Pike County. A good-sized chunk of it is leased to several
small, independent mining companies, which have some fifteen to seventeen mines

,
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producing about 150 tons or more a day. Elsewhere on this same land, Cline has
leased several thousand acres to natural-gas drillers, whose diggings throw off
still more income.

How much is all this worth to Cline? According to one authoritative source hi
Pikeville, a monthly revenue in the low six Iigures rolls into the estate that Cline
shares with two sisters. Clim lumself admits, without any exact figures, that it
has mime him a wealthy man. Nays he, grinning : "The rich get richer, et cetera."

A clearer picture can be gleaned from a publicly held company, which must
report revenues, taxes and profits. Virginia Coal & Iron Co. of Philadelphia, for
example (see box, page 43), leases huge coal-land acreage to operators on a
royalty basis. Last year it pulled in a phenomenal ti+1.5 million in profits on a net
income of *1.7 minion. Or consiuer the fortunes of Kentucky River Coal Corp. of
Lexington. The company, which owns about 200,000 acres of coal fields in five
mintucay counties and derives most of its income from royalties, in 1963 paid out
$649,41.4 in divklends, nearly one-half of its $1.4 million in sales.

The low tax rate, of course, makes :uge profits possible. Moreover, mining too
enjoys a similarly profitable tax treatment. As Howard H. Frey, assistant to the
president of the Virginia Coal & Iron Co., notes: "The effective tax rate on a
mining operation is 24% because there is a percentage depletion of 10% of sales
or 50% of profit. Since the margin on coal is so thin, you never get above
that 30%. So you have the taxable profit, deplete it 50% and apply the 48%
corporate rate, which is, in effect, 24%."

This is not, of course, as simple as it sounds. First of all, there is the matter
of finding the right property. The market, it must be said, is a pretty active one,
although its major media are word-of-mouth advertising and the columns of coal
trade journals. In the past, one channel that enriched many investors (John
Cline's father was one) was the tax auction where land was sold off to repay
debts.

As to the price of coal lamls, this necessarily varies so widely that no average
market value Is ever struck. Ar. one Virginia owner puts it: "There are so many
factors present that each parcel of land is appraised individually."

A few of the mole :,:ct:irs: the quality of the coal underground, the
thickness of the coal seam (it can vary widely), the conditions under which it can
be mined (deep underground or near the surface), proximity to transportation.
Even the suitability of the surface land for farming or the amount of timber
standing must be considered, since either can represent added values to the land.

Charles D. Roberts, part owner of Dixie Mining Co. in Pikeville, points out
that 100 acres of coal land in some parts of Pike County might be purchased for
$25,000. And that acreage, the notes, could hold a potential return to the investor
of $100,000provided that he usual risks, such as coal running out or hitting a
wall of blank rock, do not arise.

But before he goes into this highly specialized investment, a perceptive buyer
has to have all his wits about him. As Rolla Campbell says: "Those who engage
In this occupation have to know their way about. They need competent engineers
and lawyers and may have to wait a long time to get their original investment
back."

A Kentucky owner points out another pitfall. "This is," be says, "a great
business for lawsuits." By way of proof he notes that Pikeville, whose pobula-
Hon runs to a mere 6,000, has no less than thirty attorneys working fun-time on
mineral severance cases. Their chore is to Sepa rate the various mineral proper-
ties within any one parcel of land for whatever disposal the owner has in mind.

Things being what they are in Kentucky, title to a land tract does not always
include the mineral rights. In fact, Dixie Mining paid one small owner over
$2,700 .in royalties before discovering that he dkl not hold ,the mineral rights
to the property at n11. "We had to then go out and pa y that $2,700 all over again
to the rightful owner," says Dixie's Charles D. Roberts,

Further complications can come from what can only be called an enibarrass-
ment of riches. A characteristic of coal land, for instance, is its proximity to oil
and gas deposits. Leasing each of these various properties to operators (as Cline,
Virginia Coal & Iron and most owners (1o) may be a very valuable and profitable
enterprise. It also, though, requires astute engineering and legal counsel to insure
that all those properties belong to the same deed.

Any timber growing over the coal, of course, is a prime investment in its own
right ("Executive Sideline: Timber," Dux's RmEw, Jainuary).. For it, too,
comes under the capital gains treatment, the theory being that lie wbo fells a
tree also cuts down a capital asset. But that is not all. Like coal, the timber
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owner also can deduct from his pretax income the original cost of the timber he
sells. So it is not at all surprising that the Virginia Coal & Iron Co., for one,
actively participates in both the coal and stumpage business.

Once the land is bought by nn investor, there is very little to do except wait
for an operator to come along. And despite a sometimes lengthy wait, they do
come. It is one ot the quirks of this business that all the vaunted power of ad-
vertising notwithstanding, there is little, if any, done by prospective lessors. For
coal is an old, old business. And ns Rolla Campbell points out : "The people in this
business know the areas where the quality of coal they want is located. When
they ..eed that particular quality, they send their agents along to find out who
the owners are."

For the average land owner, this is the moment of truth. The drawing up of
a lease is far more than signing a contract for 100 acres at 25 cents a ton. In the
first place, there are hardly two coal land leases alike anywhere. Terms vary
from one to another and are the product of negotiations over length of lease,
rate of royalty, mining conditions etc. Virtually every last chunk must be taken
from the mine, every lump that can be physically removed and sold. No were
miser's greed, this stipulation actually is the legal basis on which the capital
gains treatment rests.

A relatively typical ingredient in leases calls for payment to the lessor of a
minimum advance royalty. For most of the small, independent, non-union coal
mines that abound in some of the major coal fields of the United States, this
averages out at $5 an acre, says Robert Holcomb, president of the National In-
dependent. Coal Operators Association. Among the large mine operators, this
figure varies somewhat. In addition, a flat figure, based on expected tonnage,
is sometimes used. Consolidated Coal Co., for instance, pays nn annual minimum
of $60,000, nn acre on property lensed from Virginia Coal & Iron in Pennsylvania.

But the lessor in every case allows the operator to recover this investment
by amortizing the amount as he mines the coal. Thus, if the operator paid the
advance royalty of $5 an acre for 101 acres, he would take the first 2,000
tons free. Usually the time allowed for recovering is one to two years. This though,
is no eleemosynary act on the part of the local owner. Says Robert Holcomb : "It's
to prevent an operator from typing up large tracts of land and not mining them."

No less important to the lessor is the kind of operator he is going to be deal-
ing with as a lessee. Because a coal mining operation is an enterprise that usu-
ally goes on for years, and because of the great value of the property to the
owner, amicable relations are considered an essential part of this business.

One method frequently used to preserve such relations is to write into the
contract an arbitration clause for any possible arguments or grievances that
cannot be settled simply. Many leases call for the appointment of an ariiiter
by each side.

SMALL, BUT EFFIOIENT

Amicable relations notwithstanding, many land owners in recent years have
selected operators strictly by size. Reason: Operators with fourteen or more
men working underground are regarded under the Federal Mine Safety Act as
large operators and must comply with stiff and costly safety regulations. Many
land owners complain that the United Mine Workers of America has been
using this law to drive costs up and make mining by large operators un-
economical. Says L. (for "Latelle") M. LaFollette, a large land owner in
Charleston, West Virginia, who has been leasing coal lands since 1928 ("My
father started in it in 1902") : "They're compelling land owners in West Vir-
ginia to lease to small operators."

These small, independent operators not only are exempted from federal
mine safety regulations, they also tend to be non-union. Not surprisingly, they
have been growing at an astounding rate in West Virginia ("Six hundred two
years ago, 1,800 last year," says LaFollette), eastern Kentucky, Virginia,
Tennessee and some ten other states.

oin' Cline, who leases to both large and small operators, prefers the small
operator because you can usually reason with them," he declares. "The large
operators are always trying to grab their own advantage, and you have to deal
with them at arm's length. They may mine 100,000 tons this month but none
next month. The small operators, on the other hand, mine continuously and nsu-
ally take out more coal."

The small mines do, in fact, take out an enormous amount of coal. Accord-
ing to President Robert Holcomb of the National Independent Coal Operators
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Association, some 100 million-125 million tons were produced by the association's
5,000 member companies in 1904. What's more, says Holcomb, "99% of those
members n re mining leased properties."

Not only that, they are mining them just as profitably as the big company,
according to L. M. La Follette. "A friend of mine," he notes, "just opened a mine
around here with five men and a shuttle buggy. He had to go back about 300
feet to get the mine ready, but they pulled out 259 tons in one day. That's
as good as any big company."

Whatever the choice, the land owner need hardly be pushed into finding an
operator for his property. Although there are taxes and other similar ex-
penses, they tire comparatively low and can be deducted from an owner's or-
dinary income for tax purposes.

Once a leasing arrangement has been entered into, though, the costs tend to be
scattered, but small, mostly for administration and supervision of the contract
and for preserving what the Internal Revenue Service's legalistic language
refers to as the owner's "economic interest" in the land. These costs may run
from fire protection, bookkeeping and technical supervision to the expenses of
measuring the quantity of coal removed.

Even though these expenses cannot he considered as deductions from ordinary
income, they are hardly onerous. They may, says the tax law, be recouped as
offsets against royalty income. In effect, then, the capital gains tax is reduced still
further. "When the land is productive," says Rolla Campbell, "anyone can carry
it."

How much money is there in these royalties? The question brings smiles to some
faces, a look of frustration to others. There is no one answer. So many factors
are involvedfrom the amount. of acreage leased and the quality of coal mined
to the particular marketing conditions of the timethat figures are illusory and
elusive.

Still, a look at the earnings of the publicly held companies shows that the
profit potential is an enormous one. And as John Cline admits: "My income has
increased every year that I've been leasing. If the royalties keep going up, the
profit is bound to be better."

Looking ahead, the general economic picture, as much as the favorable tax
situation, suggests that those profits are indeed hound to get better. The fortunes
of the coal-land owner are inextricably bound up with those of the operator
and the industry at large. What all see are constantly expanding markets (the
electric utility field, coal's largest outlet, is growing at an annual rate of about
7%) and exotic new and broader uses for the ancient mineral, such as conversion
to gasoline.

Last year the highly respected Pierre R. Bretey, a senior vice president of
Wall Street's Hayden, Stone, pi edicted that "coal consumption may well double
over the next fifteen years." And McGraw-Hill's Department of Economics re-
vealed that current coal mine capacity (about 550 million tons) will reach full
utilization by the end of this decade and will have to increase by at least 800
million tons by 1975.

Adding more cheer is the estimate of the U.S. Department of the Interior
that lying within the bowels of the United States is the world's largest deposit
of recoverable coal, some 830 billion tons. Moreover, the:Federal Power Com-
mission late last year estimated that the consumption of coal by the electric util-
ity industry alone would soar 250% by 1980.

With such tremendous potential lying beneath their feet, coal-land investors
can hardly be blamed for keeping a tight rein on hard facts and figures. From the
looks of things, nothing but the discovery of plutonium on their properties could
match the riches that the black diamond may yet produce. Indeed, unless plu-
tonium had capital gains and depletion, it is likely that King Coal would stay
exactly thatat least in the minds of the land royalty holders.

Tnotans I. MURRAY.

AMERICA'S MOST PROFITABLE COMPANY ?

From plain, green-painted offices in Philadelphia's South Broad Street, tall,
tweedy Edward B. Leisenring Jr. runs what may well be the most profitable
company in all of American industry. Certainly few other companies can come
close to the 61% margin that Leisenring's Virginia Coal & Iron Co. shows on
its revenues. By way of comparison, mighty (leneral Motors brings 10.2% of
its sales dollars down to net. AT&T 15.5% and U.S. Steel 5.7%.



8104

Though it has large holdings of railroad stocks, Virginia Coal & Iron ob-
tains 54% of its income front coal royalties (scc story), and stumpage (the
highly profitable, depletion-blessed trees that grow in the soil over its diggings).
All told, Virginia Coal leases out 10,000 acres of land in West Virginia. 100,000
acres ht Kentucky and southwestern Virginia and 5,000 acres in western Pennsyl-
vania. In West Virginia alone, its lands are estimated to hold 116.9 million tons
of coal.

Leisenring carries nearly all the income from these activities right down
to net. During 1964, for example, royalties, dividends and rental on a coke plant
gave Virginia Coal & Iron a total income of $2.5 million. From that came expenses
of $745,875, hardly enough to pay the salaries of three steel executives. Thanks
to depletion and capital gains, taxes took out $221,139leaving net earnings
of $1.5 million, or 61% of Virginia Coal & Iron's total income.

Even that, though, does not accurately sum up the wealth that was accumu-
lated for the company's shareholders. Earnings were further holstered by a
gain on the sale of coal in place of $101,538. So earnings, all told, came to $1.6
million, or $3.45 a share, up from $1.3 million, or $2.81 a share, for 1963.

There is, of course, no secret to the source of Virginia Coal's wealth. As a
lessor of land to coal mining companies, the company has few expenses of its
own. "Only real-estate taxes, really," says Howard H. Frey, assistant to the
president. "We do have occasions when we're proving additional coal, and we
test a land's deposits by boring or core drilling to about 150 feet."

But that is really the only large expense. The mining company does the rest.
"You depend on the honorableness of your lessee," says Frey, "so you've got to
deal with people you can trust." He adds: "In a case where the lessee leaves
more coal than he could have recovered, we charge him on an estimated basis."

Logging the company's woodlands also involves little labor or expenses on
the part of Virginia Coal. For this, too, is done by outside contractors. In Vir-
ginia, for example, the Hamer Lumber Corp. cruises its properties and takes off
the hardwood for a minimum royalty of $60,000 a year. With perpetual care now
the vogue in forestry, moreover, Virginia can count on getting its hardwoods
harvested again in forty years, no great amount of time in terms of corporate
history.

Lessees also work Virginia Coal's properties for gas, an unheard-of com-
modity years ago when some of the lands were sold to the company for pennies
an acre. Where gas is present, it is true, the coal miner must leave a certain
amount of coal in the ground as a casing. But since gas comes under roughly
the same tax laws as coal, but with even more favorable economics, this is
no hardship at all.

As if all that were not. enough, there also is the matter of Virginia's bulging
stock portfolio. Obtained largely by the sales of its own railroad that once ran
across its lands, it now holds no less than 275,000 shares of common stock in
the Southern Railway, probably one of the best-managed rails in all the land.
These holdings pay Virginia about $770,000 in dividends a year. Yet even that
is hardly calculated to add to the company's tax burden, for under the Internal
Revenue laws, 85% of the dividends paid by one corporation to another are tax-
free.

And, of course, in none of its lines does Virginia Coal & Iron come anywhere
near to what might be Called a businessman's risk. For all the company's mining.
and all the chance-taking, is done by other companies who hope to find oil, gas
or coal (there is also some limestone and some sandstone) on the Virginia Coal
& Iron lands. "When you lease," say Howard Frey, "the operator takes the
risk of putting up a cleaning plant and tippler, and we take the depletion dedno-
Hon. It's the widows and orphans versus the prospectors."

And for the purdent, tax-wise Philadelphians who run Virginia Cool .& Iron.
events have proven that it is always better to be on the side of the widows and
orphans.

To THE BOARD OF EQUALIZATION OF THE STATE OF TENNESSEE

(In Re Assessment of Coal Reserves and Mining Equipment)

MR. FRED JONES, MIL & MRS. DOYLE BURNS. MISS MARIE CIRILLO, MRO. VERCIE
NORTON, Mit. MILLARD RIDENOUR, MR. JAMES S. HATMARER, MIL CLARENCE
HAMMER, MIL. J. W. BRADLEY, MR. RONNIE H. BECK. MR. BILL E. CHRISTOPHER,
MR. SHERMAN FETTERMAN, MR. CEDRIC JURGEN, PETITIONERS, EX PARTE

2
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PETITION

1. Each of your petitioners, whose names, addresses and counties of residence
and occupations are set out below, is nn owner of real property taxed in his
respective county :

Mr. Fred Jones, Briceville, Tenn., Anderson, Machinist.
Mr. a na Mrs. Doyle Burns, White Onk, Tenn., Campbell, Superintendent,

Machine Shop and Machine Operator.
Miss Marie Milo, Clairfield, Tenn., Campbell, Community Development.
Mrs. Verde Norton, Duff, Tenn., Campbell, Textile.
Mr. Millard Ridenour, White Oak Tenn., Campbell, Miner, retired.
Mr. James S. Hatmaker, Engnn, Tenn., Claiborne, Equipment Operntor.
Mr. Clarence Heckler, Clairfleld, Tenn., Claiborne, Truck Driver.
Mr. J. W. Bradley Petros, Tenn., Morgan, Electrician.
Mr. Ronnie II. Beck, Coalfield, Tenn., Morgan, Instrument Mechanic.
Mr. Bill E. Christopher, Petros, Tenn., Morgan, Instrument Mechnnic.
Mr. Sherman Fetterman, Oneida Tenn. Scott, College Student.
Mr. Cedric Jurgens, Oneida, Tenn, Scott, Marine Officer retired.

2. This petition is filed under Tennessee Code § 07-821 grnnting to nny prop-
erty owner in the Stnte of Tennessee "the right to n hearing and determination
by the State Bonrd of Equalization of nny complaint he may make on grounds
that other property than his own hns been assessed at less than the actual cash
value thereof, or nt n less percentage of value then his own property." The gen-
eral purpose of this petition is to request the State Board of Equalization nnd
the Comptroller and the Division of Property Assessments which operntes under
the supervision of the Comptroller and the State Board of Equalization to exer-
cise certain duties respecting the appraisal nnd assessment of real property con-
taining conl reserves and personnl property in the form of mining equipment
in the aforesaid live counties as required by Tennessee Code § 07-242 and § 07-245
and § 07-822 establishing the procedures by which these agencies shell "super-
vise nnd direct n11 reappraisals and revaluation programs" and "shall equalize,
compute and fix the value of n11 such properties within its jurisdiction."

3. County tax assessors in the aforesaid counties hnve failed properly to
nssess the value of conl in land in the aforesaid five counties or the value of
expensive equipment used in mining coal despite the requirements of the due
process and equal protective clauses of the Federal constitution and Article 2,
§§ 28 and 20 of the Tennessee constitution requiring the tnxntion of n11 real and
personal property "according to its vnlue . . . so that tnxes shall be equal nnd
uniform throughout the stnte," nnd the provisions of Tennessee Code §§ 07-005,
07-000(5) nnd 07-007 requiring county tnx assessors to nssess for taxation min-
eral interests including conl. This failure has caused n significant loss of revenue
for the local governments in these counties nnd caused your petitioners and
other owners of property not containing mineral interests to bear nn unfair per-
centage of the property tnx burden. The time hns come for the State Board of
Equalization to denl with this problem and to exercise its powers as the state-
wide administrative ngency in charge of directing the activities of local tnx
assessors.

4. The Tennessee Department of Geology, supported by information from the
United States Bureau of Mines nnd the Tennessee Vniley Authority, reports that
these five counties in the year 1070 accounted for approximately 0 million tons
of 77% of Tennessee's conl production. Not less then 000,000,000 tons of recov-
erable conl reserves remain in the land of these live counties. This conl wealth
is controlled by a few large coal companies and landowners with four companies
owning more than 55,000 ncres each. These few large landowners control nlmost
all of the land within the coal fields in these counties. Of the 1,480,100 acres
which constitute the nren in these five counties, 504,440 are owned by large land
companies. Out of n total property valuation of approximately $400,000,000, these
compnnies which own over 33-1/3% of the land mnke up less then 4% of the
assessment figure because the conl interest is not being valued in the assessments
ns required by law. Most of the companies are not local, nnd ns n result of the
failure to assess and tax this conl wealth in any form whatever nt the local or
state level the economic benefits of the coal accrue primarily to large outside in-
terests with little benefit to the local population. Slx million tons a year nre
being trucked or shipped by rnil out of these counties which nre getting nothing
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in return for giving up their resources. The small landowner, farmer, homeowner
and businessman, who can least afford to pay, has to pay more bectmse the large
landowner who controls most of the wealth in the counties is not paying.

5. The state reassessment and reappresal program initiated by the Tennessee
General Assembly in 1007 vests supervision of the program in the State Board
of Equalization and the Division of Property Assessments tinder its control
under Tennessee Code § 07-1400, providing for technical assistance contracts
with reappraisal experts, and §§ 07-242, 0-005 and 07-822 providing for the
duties of the State Board of Equalization under the reappraisal and reassess-
ment program ; and the State Board of Equalization Is required to see that coal
lands and mineral interests are properly valued and assessed. The reappraisal
contracts entered into by the five counties aforesaid under the direction of the
State Board of Equalization, however, not only do not provide for the appraisal
and assessment of coal interests but specifically exclude the reappraisal and
assessment of such interests. This special treatment of coal wealth and mining
equipment violates the equal protection and due process clauses of the federal
constitution, the uniformity requirement of the Tennessee constitution and nu-
merous Tennessee statutes requiring uniform property tax assessment and § 07-
600(5) specifically requiring the assessment of minerals including coal. More-
over, under Tennessee Code § 07-242 th.e Sate Board of Equalization is required
to provide official assessment manuals to local tax assessors for determining as-
sessments of particular classes and parcels of property. Such manuals do not,
however, give directions and specify procedures for the valuation of mineral in-
terests including coal and mining equipment in the counties aforesaid, and valu-
ation procedures relating to coal have not been observed by local tax assessors. In
addition no agency of state or local government has made use of the professional
assistance of the Chief Mine Inspector of the State and the State Geologist in
valuing coal wealth and mining equipment as provided in § 07-007 of the Ten-
nessee Code, a necessary step for properly determining the location and value of
coal reserves and developing a fair method of assessment.

0. In summary it is the petitioners' position that it is the duty of the State
Board of Equalization under Tennessee Code § 07-822 and other sections here-
tofore cited to direct the equalization of values of property throughout the state
and require the proper assessment of coal wealth and mining equipment. Peti-
tioners recognize that devising a fair procedure for assessing the values is a
difficult task and that any formula must take into account (1) the fact that
the coal industry performs a vital and necessary function in our society and is
entitled to a fair return on its investment, (2) placing an unreasonable tax
burden on the industry will be detrimental to the interests of coal miners and
other employees in the arca, and (3) the fact that ecological factors must be
considered, so that hasty extriction by strip mining of coal will not be further
encouraged. These eonsiderations do not, however, provide an argument that
coal values should not be assessed and taxed at all or only nt an unreasonably
low rate, as is presently the case; and it is the State Equalization Board's duty
now to undertake to correct present inequities in the tax structure relating to
coal. The failure to exercise such duly will perpetuate the existing unjust situa-
tion in these counties where petitioners and others least able to pay bear an
unreasonable tax burden and will violate the federal and state constituitons and
state statutes, cited above, which require equal and uniform tax valuation and
the assessment of coal wealth and mining equipment.

Wherefore, petitioners seck the following relief :
1. That the Governor, as Chairman of the State Board of Equalization, con-

vene a special session pursuant to Tennessee Code § 07-202 or at a regular session
not later than October 15, 1071, set this petition for hearing for the purpose of
enabling complainants to prove their allegations.

2. That the State Board of Equalization order and effectuate the valuation
and assessment of coal reserves and mining equipment in the above mentioned
counties on the same basis and at the same ratio of fair market value as other
property is assessed.

3. That the State Board of Equalization and the Division of Property Assess-
ments under its jurisdietion provide assistance. manpower and guidance to
county tax assessors nnd county boards of ermnlizntion to carry out mineral
and mining equipment valuation as aforesaid and provide specific direction in
manuals written for such local officials as to the method and techniques of
valuing such assets.

n f
4404.
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4. That the State Board of Equalization call upon the State Department of
Geology and the Chief Mine Inspeetor to assist to the end that such value of
such mineral interest be accurately assessed.

Approved by petitioners :
Mr. Fred jones, Mr. Doyle Burns, Mrs. Doyle Burns, Miss Marie

Chino, Mrs. Verde Norton, Mr. Millard Ridenour, Mr. James S.
Ilatmaker, Mr. Clarence Hack ler, Mr. J. W. Bradley, Mr. Ronnie
II. Beck, Mr. Bill E. Christopher, Mr. Sherman Fetterman, Mr.
Cedric Jurgens.

GULLETT, STEELE, SANFORD,
ROBINS & MERRITT,

GILBERT S. MERRITT,
Attormeys for Potitioncrs.

CERTIFICATE OF SEavics

certify that this petition and 10 copies thereof have been delivered and filed
this 16th day of September, 1971, with the office of the Comptroller of the State
of Tennessee, who acts as the Executive Secretary ;of the State Board of Equali-
zation and agent for the service of administrative documents and process.

GILBERT S. MERRITT.

Citizens from Tennessee's five largest coal-producing counties today filed a com-
plaint with the State Board of Equalization charging that local tax assessors and
the State Board of Equalization now directed by Mr. Free ley Cook, have violated
the requirements of state law, the Tennessee state Constitution, and the United
States Constitution, by failing to tax the vast ehal resources in these counties.
As result, the citizens charged in their complaint, their counties are losing sev-
eral hmidred thousand dollars yearly in property tax revenues, a significant loss
of needed revenues for these rural Tennessee counties. Furthermore, the citizens
said, the small, non-mineral owner has been forCed to bear an unfair burden for
local services like education and health care bec»nse the mineral holders are not
paying their fair share of taxes on the coal wealth which they control.
; The complaint tiled by these citizens today represents one of the most signifi-
cant recent citizen challenges to the large mining interests that have exploited
the resources of the Appalachian region of the U.S. for years, leaving behind
ruined lands and widespread poverty. It comes at a time when coal field owners in
the Appalachian region are making extraordinary profits from mining activities,
and when coal production. including extensive strip mining, is at an all-time high.

The complainants, all residents of the Appalachian areas of Anderson, Camp-
bell, Claiborne, Morgan, and Scott counties in Tennessee, hicitule two young
miners recently fired for signing UMW union cards, several working men em-
ployed in Oak Ridge plants, a former county weight inspector who quit his job
in protest against the failure to prosecute overweight coal trucks, a local college
student, a community worker, and several local women. The citizens call upon
Tennessee Governor Winfield Dunn as chairman of the State Board of Equaliza-
tion to set a date before October 15 for a hearing on their complaint and to take
appropriate action to make sure minerals are taxed as required by law.

The five counties in which these citizens reside accounted for approximately
6 million tons of coal, or 77 percent of Tennessee's total coal production, in 1970.
Nevertheless, these counties are among the poorest in the Nation, with per capita
incomes less than half the United States average.

One important reason for the local poverty, the citizens pointed out, is that
virtually all of the coal wealth is controlled by a few, large, outside corpora-
tions which reap handsome profits on royalties from coal operations, yet escape
local taxation, in violation of state law, because the coal has not been assessed
as part of property value. Although these large companies own over 33% percent
of the land area of these five counties, they accounted for less than 4 percent of
the property tax revenue in 1970.

One example of how this works is provided by the American Association, a
British-based corporation that owns more than 44,000 acres of rich, coal-bearing
property in the coal field of Claiborne County. Although the American Associa-
tion earns an average of $4,500 a week (or $234,000 a year) in royalties from
only one of the mines en its Claiborne County land, its property is valued at only
$20-.25 per acre, the same value used for unused wood land in the county, and
less than 14 the value used for farm land.
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The following is n list of the large land owners thnt control the conl fields in
these live counties yet escape taxation :

Conl Creek Mining nnd Manufacturing Company, along with its affiliates Poplar
Creek Coal and Iron Company and Winters Gap Coal Comimny owns Q4,199 acres
in Anderson, Campbell, Morgan, and Scott Counties. The company is controlled
by 165 shareholders throughout the United States.

Tennessee Land nnd Mining Company, a family trust, managed by E. L. Spet-
nagel of New Preston, Connecticut owns 50,940 acres in Anderson, Campbell,
Morgan, and Scott Counties.

Koppers Company, a multimillion dollar Pittsburgh Corporation, controls 50,-
771 acres in Campbell and Scott Counties. Tennessee Valley Authority owns the
mineral rights beneath.

American Association, a British limited corporation owned by the London For-
eign and Colonial Securities, Limited owns 50,661 acres in Claiborne and Camp-
bell Counties.

Ford, Faust, nnd Cheely, a family trust of Knoxville, Tennessee owns 37,206
acres in Morgan nnd Scott Counties.

Payne-Baker lands, managed by U.S. Senator Howard Baker, whose mother
owns one-ninth interest. The rest is owned by the Paynes of Pennsylvania, rela-
tives of Mrs. Baker. Together they own 37,206 acres in Morgan and Scott
Counties.

Stearns Coal and Lumber, owned by a family from Stearns, Kentucky retains
26,390 acres in Scott County.

Francis Brothers, the only locally owner land among the largest company hold-
ings is owned by n family in LaFollette, Tennessee. They own 23,676 acres in
Campbell County.

Blue Diamond Coal Company which has been a coal owner and operator for
many years throughout Appalachia is headquartered in Knoxville, and owns
20,131 acres in Campbell, Claiborne, nnd Scott County.

c:Jher :odor land of the area owners include Consolidation Coal, a sub-
sidiary of Continental 011, nnd Hiwassee Land Company, a subsidiary of Lon-
don's Bowater Paper Company. Those landowners own over of the mineral
wealth of the five county area, and accounted for 80% of the land scheduled for
strip mining since the spring of 1970.

All of the companies enjoy ample returns on their coal properties in these
counties, yet the conl in these lands is in no way being taxed. Tennessee does
not have a severence tax, by state law does require taming minerals as part of
property value. However, the complaint pointed out, local assessors and the
State Equalization Board have failed to comply with the law and have systemat-
ically excluded minerals from property value for tax purposes. As n result, the
complaint arrues :

Six million tons a year are being trucked or shipped by rail out of these coun-
ties which are getting nothing in return for givirg up their resources. The
small landowner, farmer, homeowner, and businessman, who can least afford to
pny, has to pny more because the large landowner who controls most of the
wealth in the counties is not paying.

According to a conservative estimate, using present tax rates and established
methods for conl valuation, the failure to nssess the conl reserves in these five
counties resulted in a revenue loss of approximately $350,000 in 1970 alone. Since
not less thnn 660 million tons of recoverable conl reserves remain in the land
of these counties, this loss of revenue will continue in the future unless coal is
included In the tax bnse ns required by law.

In addition, the citizens charged, several millions of dollars worth of mining
equipment hns been appraised only nominally, or not nt all, depriving local
governments of additional revenues in violation of the law.

The compinint was based on extensive research conducted during the sum-
mer of 1971 by three Vanderbilt University students with the assistance of a
Vanderbilt professor. It was filed on behalf of the Enat Tennelssee citizens by their
attorney, Mr. Gilbert Merritt, of the Nashville law firm of Gullett, Steele, Stan-
ford, Robinson, and Merritt.

More snecifIcnlly, the complainants maintain, the failure to appraise minerals
is in violation of :

Due process and canal protection clauses of the Federal Constitution.
The Tennessee Constitution, [Article 2 § 28 nnd 29] which requires the taxa-

tion of all real property "according to its value."
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And Tennessee statutes [Tennessee Ccdes §§ 67-605, 67-606(5) and 67-607]
requiring county tax assessors and the State Board of Equalization to assess
mineral interests.

In 1067, the Tennessee General Assembly made provisions for a reappraisal of
"all real property" in the state and vested responsibility for this reassessment in
the hands of the State Board of Equalization and its Division of Property
Assessment.

However, the citizens' complaint and supporting research point out that des-
pite the intent and letter of the law, the State Board of Equalization failed to
carry out its responsibilities in several ways:

1. In contracts entered into with the counties under the direction of the State
Board, the appraisal companies were not instructed to appraise mineral value
in fact, the contracts specifically excluded such mineral value.

2. Although Tennessee law (Sections 67-607 of the Tennessee Code) instructs
the Board of Equalization to make use of the professional advice of the Chief
Mine Inspector and the State Geologist in assessing minerals, the Ward has
failed to avail Itself of these servicesin fact, Mr. Free ley Cook, Executive Sec-
retary of the State Board is quoted as saying "You mean that law is still on the
books?"

3. Although the Board of Equalization is required by law (Section 67-242) to
provide official assessment manuals to local tax assessors, the manuals have
failed to give directions for valuation of mineral propertyor, if directions have
been given, they have not been observed by local tax assessors in the valuation
of coal.

4. As a result, the counties have lost an immense amount of much-needed reve-
nue while primarily outside landholders generously benefit.

To correct this situation, the citizens Called upon Governor Winfield Dunn and
the State Board of Equalization to :

1. Set a (late before October 15, 1971 for a hearing on their complaint.
2. Provide for the valuation and assessment of coal reserves and mining equip-

ment so that the coal owners and mining companies will bear their fair share
of the property tax burden in each county.

3. Call upon the State Department of Geology and the Chief Mine Inspector to
assist to the end that the value of mineral interests may be accurately assessed.

4. And, make provision for assistance to local assessors in valuing minerals
in the future.

As one of the complainants said, "My granddaddy paid the taxes and those com-
panies should have paid, my daddy paid them, and now I'm paying. But, now
we're going to start changing things."

APPENDIX I
Contracts :

For information:
John Onventa, 615-322-4614 or 615-424-6832.
Ellen Ormond, 615-322-7805.
Professor Lester Salamon, 615-322-2461.

COMPLAINANTS

Name :
Anderson County :

Mr. Fred ones, Briceville, Tenn--
Campbell County :

Mr. & Mrs. Doyle Burns, White Oak,
Tenn,

Aliss Marie Cirillo, Clairtleld, Tenn__
Mrs. Vereie Norton, Duft Tenn__
Mr. Millard Ridenour, White Oak,

Tenn.
Clairborne County :

Mr. James S. Hatmaker, Eagan,
Tenn.

Mr. Clarence Hackler,
Tenn,

Occupation
Machinist.

Supt., Machine Shop & Machine
Operator.

Community Development,
Textile.
Miner, retired.

Equipment Operator.

Truck Driver.
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Name :
Morgan County : occupation

Mr. .1. W. Bradley, Petros, Tenn____ Electrician.
Mr. Ronnie H. Beek, Coalfield. Tenn_ Instrument Mechanic.
Mr. Bill E. Christopher, Petros, Instrument Mechanic.

Tenn.
Scott County :

Mr. Sherman Fetterman, Oneida, College Student.
Tenn.

Mr. Cedric Jurgens, Oneida, Tenn__ Retired Marine Officer.

RESOURCE PERSONNEL

The research and organization was done in the summer of 1971 for the Vander-
bilt Student Health Coalition by :

John Gavcnta, recent Vanderbilt graduate to be attending Balliol College,
Oxford, beginning October 1 on a Rhodes scholarship.

Ellen Ormond, junior philosophy major ; Vanderbilt University.
Bob Thompson, recent Vanderbilt graduate beginning at University of Virginia

Law School this fall.
Professor Lester Salamon of the Vanderbilt Political Science Department ad-

vised on the research and writing.
Hcleny Cook, a Sarah Lawrence College student, will remain in the five-county

region doing follow-up work. Contact at G1:i-424-0832.
C. Mr. Gilbert S. Merritt of the Nashville law firm of Gullett, Steele, Sanford,

Robinson and Merritt is serving as lawyer for the complaintants. He is a former
United States District Attorney for Middle Tennessee.

STATE OFFICIALS

1. Mr. Freely Cook, Executive Secretary, State Board of Equalization, Nash-
ville, Tennessee.

2. Mr. William Snodgrass, Comptroller, State of Tennessee, Tennessee.

LOCAL OFFICIALS

1. Mr. Carl Irwin, Tax Assessor, Anderson County.
2. Mr. J. P. Ayers, Tax Assessor, Campbell County.
3. Mr. John Greer, Tax Assessor, Claiborne County.
4. Mr. Dudley Freels, Tax Assessor, Morgan County.
5. Mr. Frank Phillips, Tax Assessor, Scott County.

"COMPANY" REPRESENTATIVE

1. Coal Creek Mining & Mfg. Co.: Warren Hayden, Bank of Knoxville Building,
Knoxville, Tenn.

2. Tennessee Land & Mining Co.: E. L. Spetnagle, New Preston, Connecticut.
3. Koppers Co., Inc. : Parker W. Finney ; Manager of Real Estate Service ;

Pittsburgh, Pennsylvania.
4. American Association : Al E. Funk, Agent, Middlesboro, Ky.
5. Ford, Faust & Hugh Faust, Hamilton Bank Building, Knoxville,

Tennessee.
0. Payne and Baker : Senator Howard Baker, Huntsville, Tenn.
7. Stearns Coal & Lumber Co.: Baker, Worthington, Crossley and Stansberry,

Attorneys, Knoxville, Tenn.
8. Francis Brothers : J. P. Van Huss, Lafollette, Tenn., agent.
9. Blue Diamond Coal Co., Robert Watson, VP for Operations, 0305 Kingston

Pike, Knoxville, Tenn.
APPENDIX II

COUNTY DESCRWTION

The five counties are located north and northwest of Knoxville, Tennessee, in
the mountains and foothills of Appalachia. In one sense, they are a "forgotten
area" of Appalachia, having received far less notional attention than their Ken-
tucky, West Virginia and Pennsylvania counterparts.

Only part of each county is within the moimtainous coal region and even within
the county these areas often receive less than their full share of services.

n 4.114::4
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The per capita incomes of four of the counties are among the 20 lowest in the
state, well below Tennessee's average of $2038 :
Morgan County, 7th lowest $982
Claiborne County, 10th lowest 1, 030
Scott County, 15th lowest 1, 091

Campbell County, 20th lowest 1, 355

Anderson County's $2,479 per capita income is high only because of Oak Ridge
and it seems safe to say that the northwestern mountainous part of the county is
much more closely kin to the other counties than to Oak Ridge.

APPENDIX III

SUMMARY OF COMPANY OWNERSHIP AND PERCENTAGE OF TAXES

Company acreage

County

Company appraisal
as percentage Total property as percentage of

Total acreage of total I appraisal (1970) total (1970)

Anderson 214, 400 30 211, 097, 990 I. 05

Campbell 288, 640 43 65, 226, 670 7. 33

Claiborne 284, 160 17 50, 272, 000 2.38

Morgan 344,960 38 37, 373, 620 6.45

Scott 348, 160 41 34, 963, 950 10. 5

Total 1, 480, 160 34 398, 680, 272 3.6

I Most of the company land Is In the coal field, and 80 percent of the coal field is owned by 9 companies.

APPENDIX IV

COAL RESERVES AND PRODUCTION

Recoverable reserves of the 5-county area

Measured Indicated Interred Total

Anderson 44, 734, 000 43, 876, 000 38, 138, 000 128, 748, 000

Campbell 62, 089,000 93, 098, 000 135, 435, 000 288,622, 000

Claiborne 15, 642, 000 15, 234, 000 49, 961, 000 80, 767, 000

Morgan 18, 732, 000 18, 732, 800 40, 094, 000 84, 641, 000

Scott

Total

25, 156, 000 25, 361, 000 29, 233, 000 79, 750, 000

662, 528, 000

From "Coal Reserves of Tennessee, 1959," State Division of Geology ; re-
peatedly this report maintained that "It should be emphasized that the estimates
in this report should be considered as the minimum known recovera)le reserves
in Tennessee in 1959."

Production of the five-county area, 19701 Tona

Anderson 1, 732, 557

Campbell 1, 563, 147

Claiborne 1, 803, 000

Morgan 452, 246

Scott 547, 049

Total 6, 187, 998

'Department of Labor report.

COAL RESEIWES AND PRODUCTION

An as yet unpublished report of the Tennessee Department of Geology entitled
"Strippable Reserves of the Northern Plateau Area of Tennessee" gives this
projection for coal production in the five-county area (based on GNP, U.S.
population and industrial population) :

By 1985 annual coal production is expected to reach 8.8 million tons with
strip-mined coal contributing 2.9 million tons. By the year 2000 total annual
production will have reached between 15.9 and 20,3 million tons and strip-mined
coal between 5.3 and 6.8 million tons. At these rates of production, the available
supply of strip-mined coal Should last 00 years.



APPENDIX V

COMPANY LANDHOLDERS BY COUNTY AND APPRAISED VALUES

Company Acreage
1970

appraisal
Value per

acre

Anderson County (100 percent appraisal):
Coal Creek Mining & Mfg 34, 033 1,295,280 $37

T Innessee Land 84 Mining Co 21, 428 607, 670 32

Poplar Creek Mining & Mfg. (same owners as Coal Creek) 6, 759 207, 770 31

ConsofidatIon Coal 1, 420. 5 42, 620 30

Total. 63, 690. 5 2, 153, 340 34

Campbell County (100 percent appraisal):
Koppers Co 49, 400 1, 500, 000 30

Coal Creek Mining & Mfg 23, 676 730, 075 31

Tennessee Land & Mining Co 11, 170 449, 000 40

American Association 6, 637 393, 550 59

Lindsay Land Co 4, 033 264, 380 65

Elk Valley Coal 3, 638 91, 000 25

Westbourne Land Co 2, 982 116, 000 54

Clear Fork Coal Co 2, 249 59, 400 26

Blue Diamond Coal Co 2, 200 120, 425 59

Canyon Enterprises 1, 128 14, 050 11

Consolidation Coal 813 91, 150 110

Northumberland Co 691 35, 975 52

Hiwasee Land Co 667 33, 100 50

Total 122, 927 4, 774, 405 39

Claiborne County (100 percent appraisal):
American Association 45, 331 1, 133, 290 25

Clear Fork Mining Co 590 29, 400 50

Harris Branch Coal Co 180 6, 000

Blue Diamond Coal Co 145 2, 000 14

Hiwasee Land Co 1, 537 32, 000 21

Total 47, 783 1, 202, 690 25

Morgan County (30 percent appraisal):
Coal Creek Mining & Mfg 6, 416 64, 687 30

Poplar Creek Mining & Mfg 2, 437 29, 560 36

Ford, Faust & Cheely 37, 702 369, 216 19

Winters Gap Coal Co 1, 372 22, 407 48

Tennessee Land & Mining 295 2, 4E0 25

Plateau Properties 2 12, 040 3 129, 162 32

Walls Properties 2, 048 18, 497 27

Hlwaseo Land Co 4,650 43, 284 28

Payne & Baker 1, 162

Travelers Insurance 2, 913 26, 390 39

Northumberland Corp. 627 7, 524 36

Total 74, 592

Plus State land 52, 017

Total 126, 609

Scott Country (the reappraisal program has not been completed) (3 Oper-
cent appraisal):

Payne & Baker 35, 935 324, 315 27

Stearns Coal & Lumher 26, 390 243, 280 28

Blue Diamond Coal Co 19, 177 173, 165 27

Tennessee Land & Mining 17, 941 161, 460 27

G. C. Pemberton 7, 864 34, 030 13

Rlyermost Fcrms 7, 587 68, 275 26

Kyabit) 611...1.11 Corp 5, 000 45, 000 27

Russell Land Co 3, 257 30, 450 28

North erland Corp 2, 612 23, 510 27

Oneida Wood Co 2, 602 23, 610 27

Rugby Land Co 2,499 22,490 27

Swain Lumber Co 2, 284 18, 043 27

Go-Ray Realty Co 2, 273 20, 455 27

Ford, Faust & Choely 1, 504 13, 535 26

Koppers Co 1, 371 12, 335 26

Tennessee Wesleyan College 1, 266 11, 395 27

Bowater Paper Co 1, 204 10, 835 27

Elk Valley Coal & iron 1, 047 9, 510 27

Plateau Land Co 1, 055 23, 440 67

Meadow Brook Farms 900 10, 750 36

Codit Bros 541 .' 24, 690 136

University of Tennessee 300 2, 700 27

Hlwasee Land Co 101 1, 200 35

Total 142,459 1, 401, 323 30

I The value reflects valuation of any improvements and farm land as well as the woodland.
2 4,829 minerals.
3 6,283 minerals.

ta,:9
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THE EFFECT OF HIGHER PRODUCTION TAXES ON THE MINNESOTA

TACONITE INDUSTRY;

(By Wi Ilion V. Morris, Manager, Metals Economics, Stanford Research Institute)

Prepared for : Nemo, Inc. (N.E. Minnesota Organization for Economic Educa-
tion), Duluth, Minn.

Under a grant from the Jeno Paulucci Foundation, Duluth, Minn.

IRON OBE TAXES IN MINNESOTA

As Figure 1 shows, the production volume of iron ore in Minnesota has plum-
meted since the mid-1950s. The decline is expected to persist, and it is doubtful
that the previous peak in total iron ore production will be equaled in the next
two decades. Although the extent of economic reserves of natural iron ore
products is not known, only a few companies can now profitably mine the re-

maining reserves. During the 1980s, production is likely to reach very low levels

or cease altogether. Thus, the emphasis in this study is on taconite and its future.
This study is not concerned with state and local sales taxes and state and local

taxes on lands and buildings (which are paid by producers of natural iron ore
products). Natural iron ore is subject to ad valorem, occupation, and royalty
taxes. Taconite is subject to production, occupation, royalty, railroad, and ex-
cise taxes, although only two of the six producers pay railroad and excise taxes
and one producer pays no royalty tax. The impact of declining iron ore produc-
tion on the related state and local tax revenues delineated above has been severe,

as shown in Figure 2. Under the existing tax structure, revenues will continue
to decline. Tax revenues from the production of taconite probably cannot bring
total state and local iron ore tax revenues above the $20 million to $25 million

per year level by 1990. A key factor is that state and local taxes per ton of natural
iron products produced are approximately three times as great as those on
taconite. A description of the tax structure appears in the body of the report,
but for purposes of this section of findings and conclusions it is important to
note the following :

In 1970, the taconite industry will probably pay taxes of about $0.33 cents per
ton or total revenues of $11 million.

The taconite production tax will account for about $4.4 million in tax revenues,
or $0.13 per ton. This is the tax that has the potential to affect future taconite
production volume and tax revenues to an important degree.

At present the taconite, production tax is widely distributed: Pmen t

Taconite property tax relief fund 47. 0

Schools
27. 0

Counties
11. 5

Municipalities
11. 5

State general revenue fund _ 3. 0

Total
___ 100. 0

Exactly how revenues might be distributed by the legislature in the event of an

increase in the taconite production tax rate is not known to the Institute.
The Existing Tax Burden on Taconite 18 Not High on a. Comparative Basis
According to- information gathered by the study team, total .state and local

taxes paid per ton .of taconite .produced are generally comparable to taxes paid
on low grade iron ore in other states. On the basis of the mine value, total taxes
per ton of taconite are lower than on, several minerals produced in volume in
other states. Over the years ,various legislative commissions on taxation of
iron ore have analyzed comparative tax information without being able to deter-
mine what an equitable tax rate would be for iron ore. Questions .regarding
equitableness aside, however, it is possible to delineate the, likely volume, of
total taconite production tax revenues that would relate to higher. tax rates.

, The Range of Possible Production Tax Revenues in the 1971 to 1990 Period. Is

Wide
The potential range of total tax revenues on all iron ore during the 1971,-90

period iS illustrated by the:shaded area in Figure 3. Factors On which. the illus-
tration is based are summarized below.

For all taconite production rates, tax revenues relating to natural iron ore
products were held constant at $103 million dollars (100 million tons at $1.03
per ton) during the 1971-90 period.

1
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FIGURE 1 MINNESOTA IRON ORE SHIPMENTS

The production volume of taconite probably would not be sensitive to taconite
production' tax rate increases of $0.25 to $0.50 per ton. The production volume
would then be as projectedabout 1 billion tons during the 1971-90 period. Tax
revenues from taconite production would increase from $299 million with no tax
rate increase,* to $531 million with a $0.25 per ton increase, to $778 million
with a $0.50 per ton increase. Since there is a possibility that a $0.50 increase
could lead, to a cessation of industry expansien, the related tax revenues of
$718 million are shown ($615 million for taconite plus $103 million for natural
iron ore products).

The production volume of taconite might be sensitive to a tax increase of
$0.75 per ton, and if no increase in production volume occurred beyond the early
1970s, total iron ore taxes could still total about $909 million during the 1971-90
period ($806 million for taconite plus $103 million for natural iron ore products).
However, if tax rates were raised by significant increments in Canada or other
ountries, the taconite industry might still expand in line with .the basic pro-
jection. In this case total iron ore tax revenues would total about $1,121 million
during the 1971-90 period ($1,018 million for taconite plus $103 million for
natural iron ore products). ,

The' production volume of 'taconite almost certainly would not be expanded
if .the taic rate were increased by $1.00 per ton. On the 'other hand, production

*There is a minor adjustment for increases in the wholesale price index included in the
present law.' Production tax rate Increases referred to'in this report are over and above
the price index adjustment.
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might conceivably remain at about 40 million tons annually* since it might be
preferable to keep a taconite plant open rather than invest in an alternative
source. However, the $992 million in taconite tax revenues from 40 million tons
of annual production to 1990 probably represents the upper limit of possibilities.

The shape of the tax revenue "envelope" in Figure 3 can be relied on less and

less as the potential tax rate increase approaches and passes the $0.75 per ton
point. Not only could taxes increase elsewhere but also the investment climate
could deteriorate abroad to the extent that the relatively lower risk in taconite
plant investment might offset the higher costs occasioned by tax increases in
Minnesota. On the other hand, the level of taconite production could conceivably
be cut back well below 40 million tons a year if one or more plants became un-
economic to operate because of costs of solvingpollution problems.

The response of the taconite and steel industries to possible increases in tax
rates should be related to the profitability of taconite plants. While the average
new taconite plants probably generates an imputed profit of 7%-8% annually on
total assets (well above the comparable rate for the steel industry as a whole),
the two Jarger and older, plants probably generate only 5% on total assets.

$0.96 per ton inerease in'taxes on taconite would reduce the imputed profit on
assets to 5%-6% on the newer plants and 3% on the older plants, the latter
being well below the results of the steel industry , (averaging years of relatively

good and disappointing performance). The steel` companies could not justify

Industry capacity should reach 40 million tons per year as the result of Minntac's
program to add 6 million tons of capacity by 1972.
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FIGURE 3 RANGE OF TOTAL IRON ORE TAX REVENUES THAT pOULD
RESULT FROM INCREASED TACONITE PRODUCTION TAX RATES
AND RELATED LEVELS OF TACONITE OUTPUT-1971-90 TOTAL

a.large increase in steel prices if taconite taxes were raised substantially and if
the cost of higher taxes had to come out of profits. However, the independent
mining companies might be able to raise prices on the small volume of taconite
in which they.have an interest..

TACONITE PRODUCTION VOLUME WILL AFFECT WAGES AND SALARIES

The sensitivity of taconite production and total tax revenues to tax rate
increases of more than $0.50 per, ton .is difficult to judge. With a $0.50 per ton
:ncrease, there is a good chance that expanded taconite output would yield about
$778 million in revenues during the 1971-90_ period (excluding revenue from
natural iron ure products). With a $0.75 per ton increase and essentially level
output, total revenue from taconite might be $806 million, only 3.6% greater.
It could also be argued that if the response to any significantly higher tax rate
is likely to result in level output, the rate increase might just as well be high
enough to maximize revenue. However, there are other considerations relating to
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the volume of taconite productionemployment and personal income. If taconite
production remains essentially level, wages and salaries of all employees directly
engaged in the iron ore industry might total about $3 billion in the 1971-90
period. If the total output of natural iron ore products and taconite changes in
line with the study projections, wages and salaries could total $3.8 billion in the
period. There would also be a multiplier effect on indirect employment and in-
come. However, the optimum benefit to northeast Minnesota and the State as a
whole of various rates of increase in taxes and personal income is beyond the
scope of this study.

THE MAINE PULP AND PAPER INDUSTRY : STUDY REPORT NO. 1

TIMBER TAXATION IN THE COMPANY STATE-BY MARK WILLIS AND SPENCER WITH
HELP FROM NEAL STILLMAN

PRUFACE

The 10 largest paper companies in Maine own about one-third of the state.
They purchase much a the timber grown in the remaining ten million acres of
forests. In the woods and in the mills the industry provides more than 25,000 jobs
and it produces 25% of the state's manufactured product. According to Commis-
sioner George of the Maine Employment Security Commission, the industry and
its supporting services account for as much as 40% of the state economy.

As Maine's largest industry, it is apparent that the paper industry Is in a posi-
tion to have a considerable impact on the public policy of the state. It is the pur-
pose of this study to explore the nature of this impact in matters relating to air
pollution, water pollution, land use, labor and taxation.

The study was begun by a team of students from the University of Maine Law
School, Columbia Law School, Harvard Law School, and Wellesley College.
Since the summer of 1970, their efforts have been supplemented by those of a
number of volunteers.

The work was made possible through the financial support of Ralph Nader's
Center for Study of Responsive Law, the Maine State Biologists Association, and
a large number of private contributors. The results of the study will be released
during 1971 in a series of separate reports.

Report No. 1, Timber Taxation in the Company State, was written by Mark
Willis and Richard Spencer with help from Neal Stillman, It is released here in
a preliminary form. It has not been edited or revised by Ralph Nader or the Cen-
ter. Responsibility for the findings and conclusions rests entirely with the authors.

SUMMARY

PART I-THE UNDERVALUATION OF THE TIMBERLAND

The paper companies own outright more than a third of the land area of Maine.
Most of their holdings are located in the unorganized territory which is devoted
almost exclusively to growing trees. Although these lands represent one of the
major sources of wealth in Maine the taxes on these lands are extremely low.
According to the 1.968 valuation there are eight and a half million taxable acres
in the unorganized territory yet the property taxes collected in this area amounted
to only $3.2 million dollars. The average tax on the timberland itself was less
than 35 cents an acre.

One of the reasons that the taxes are so low is that the timberlands have been
grossly underassessed for many years. The land in the Allegash region, for ex-
ample, was valued for tax purposes at only $14.00 an acre, yet in purchasing the
Allegasb Wilderness Waterway the State paid prices up to $435.00 an acre. Ac-
cording to the Commissioner of Parks and Recreation the average price was
$90.00 an acre but this figure is only accurate if the purchase price is averaged
over the water as well as the land. The actual price was closer to $125.00 per

acre of timberland.
The timberlands are supposed to be assessed at 50% of fair market value but

it appears from comparable sales data that they are assessed at less than 30%.

As a result the State has been deprived each pear of more than a million dollars
in badly needed tax revenues. The assessments were raised somewhat for the
1970 valuation but the State is still losing more than half a million &Cars a
year.



8118

The assessing of timberland has been contracted out to the James W. Sewall
Company in Old Town since 1932. At the same time that this company does the
assessments for the State, however, it relies on the paper companies and large
landowners for much of its other business. The Sewall Company has been deter-
mining the taxes of its own clients for almost forty years.

Despite this imig-standing conflict of interest, the Property Tax Division has
never checked the Sewall Company's work. It does not have a qualified forest
appraisor on its staff and has had to rely on studies submitted by the Sewall
Company to validate its own procedures. These studies have been based on un-
reliable data and one of them used faulty statistical methods. The failure of the
State to supervise the company's work may be related to the fact that the presi-
dent of the Sewall Company is also the Chairman of the Appropriations Com-
mittee in the legislature. It is this Committee which allocates funds to the
Bureau of Taxation and other State agencies.

PART II-THF. UNFAIRNESS OF PRESENT TAX POLICIES

The undervaluation of the timberlands has not only deprived the State of rev-
enues, it has also created problems of fairness between different classes of tax-
payers. It appears, for example, that the permanent residents in the unorganized
territory and the property owners in the organized portions of each county have
been forced to pay more than their share of the taxes.

The Sewall Company method of valuation also creates inequities between dif-
ferent timberland owners. Although the use of a uniform valuation formula cre-
ates the impression that the tax burden is being apportioned fairly, in fact the
valuations are quite arbitrary.

In addition the tax structure in the unorganized territory imposes a crushing
tax burden on the permanent residents while the paper companies and large
landowners have a very light tax burden. The unfairness is magnified by a re-
gressive State tax credit which provides the least proportional relief to the prop-
erty owners with the highest tax rates.

The tax structure has also encouraged the reliance on Canadian woods labor ;
it has retarded the growth of the Maine lumber industry ; and it will distort the
patterns of future recreational development.

PART III-PRESENT USE TAXATION

The problems of timber taxation are complicated by the fact that the value of
the land varies with the use to which it is put. Timberland on a lake, for ex-
ample, might be worth $50.00 an acre for growing trees and $5,000 an acre for
recreational development. If the land is taxed at its highest and best use, the
tax policy often serves as a self-fulfilling prophecy. It becomes necessary to de-
velop it in order to keep up with the taxes. If the State disregards the recreational
value, however, the paper companies and large landowners will be able to develop
one of the States most valuable resources without paying their share of the taxes.

The solution to this dilemma most commonly proposed in Maine is present use
taxation with a throwback provision when the use changes. The land would be
taxed at its value as timberland until it was developed. When the use changed, a
live year tax penalty would be collected to make up for the taxes which had been
forgone.

Although this sounds like a reasonable solution, there are a great many prob-
lems with it. Present use taxation does not deal with the real cause of execessive
development which is not high taxes but the promise of corporate profits. It will
not be workable in the unorganized territory because of the inadequate staff of
the Property Tax Division and the five year penalty will not make up for the loss
of revenues during the period of present use taxation.

The solution to the problem of forced development is not present use taxation,
but an effective system of land use controls. A State planning agency could es-
tablish a number of land use categories and the land would have to be taxed at
its value for the uses which were legally permitted. If the land were zoned as
timberland, for example, it would be taxed at its value at that use.

Although thc landowners arc strong conservationists when. it comes to lowering
their taxes, their position chatz7e8 when it comes to land use controls. In the
104th legislature, the paper industry lobbyists gutted the bill which established
the Maine Land Use Regulation Commission. In the original bill, the Commission
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was to have zoning authority along all access roads but this was changed to public

roads in the final version of the bill. Since virtually all the roads in the unor-
ganized territory are privately osuied, the Commission is now a fraud on the
public with neither the power nor the funds to protect the wilderness. Without
nn effective Commission, present use taxation will prove to be a disaster for the
average Maine taxpayer. The small property owner will see his own taxes in-
crease steadily while tile paper companies and large landowners develop one of

the States most valuable resources without paying their share of the taxes. With-

out an effective system of land use controls, present use taxation will set up the

State for another multi-million dollar tax loss in the unorganized territory.

PROPERTY TAXES: ARE THEY EQUITABLE?

HON. KEN HECHLER OF WESI` VIRGINIA-IN THE HOUSE OF REPRESENTATIVES-
THURSDAY, DECEMBER 3, 1970

Mr. HECHLER of West Virginia, Mr. Speaker, recently a team of students
working in Texas for Ralph Nader issued a report as the result of a study on in-

equities hi property taxes. Inequitable assessment practices exist throughout the

country. These practices are costing the cities, homeowners, and small busi-

nesses a billion dollars annually. It is important, therefore, that this study be
made available to the Members and the facts made public in the hope that some
constructive change will result.

(The study follows :)

THE PROPERTY TAX : A STUDY OF INEQUALITY OF VALUATIONS AND ASSESSMENTS
IN TEXAS

(Copyright 1970 by Richard Mithoff, Jr.)

Richard Mithoff, Jr., Project Director, B.B.A., University of Texas, University
of Texas School of Law (Second year student ; Staff, Texas Law Review).

Sharon L. Feather, B.A., University of Texas (Phi Beta Kappa ), University
of Texas School of Law (First year student).

William B. Feather, B.A., University of Texas, University of Texas School of
Law (Second year student; Staff, Texas Law Review).

Louis J. Sirico, B.A., Yale University, University of Texas School of Law
( Second year student ; Staff, Texas Law Review).

Kim Quaile Hill, B.A., B.S., Rice University (Candidate for Ph.D. in Political
Science).

PREFACE

Despite a periodic vigorous attack and occasional demand for its demise, the
property tax today remains the most important revenue producing source for
local governments. In Texas, this ad valorem tax is required by the constitution
to be based on the fair market value of real and personal property. But serious
neglect and abuse in its administration has resulted in the substantial under-
evaluation of certain classes of property ; when the local taxing districts merely
raise the ratio of assessment and tax rate they only worsen the impact of this
unequal burden. This report examines the assessed valuation of mineral property
in the Permian Basin, timber property in East Texas, and commercial and In-
dustrial property in the Houston area. A comparison of these valuations (at full
value) with actual fair market valuesderived in most cases from actual sales
prices or estimates of value from the parties owning or trading the property
reveals a significant mierevalnation for taxation purposes. The loser is the
homeowning taxpayer, sharing more and more of the burden but receiving less
in public services. It is the hope of the members of this project that the results
of the study will accelerate reform of thr property tax in Texas, and that the
study itself may serve as a model for snilar studies throughout the United
States. R. W. M.

NOVEMBER 2, 1970.
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OIL AND GAS PROPERTY : ECTOR COUNTY, T.

AN INTRODUCTION TO SOME PROBLEMS OF VALUATION AND ASSESSMENT

I. Property subject to taxation, tax assessor-collectors, and independent
appraisal firms

Statutory provisions regarding the property subject to taxation are clear:
"All property, real, personal or mixed, except as may be hereinafter expressly

exempted, is subject to taxation, and the same shall he rendered and listed as
herein prescribed."'

That a mineral interest, whether working interest or royalty, is defined as
-real property" for purposes of ad valorem taxation is well settled. The stand-
ard of valuation for a mineral interest, like that for other real property, is the
"true and full value in money."

The task of assigning property interests aud assigning the assessed valuation
(the assessed valuation appears on the tax rolls as a given pereentage of th
fair market value, determined in the county, for example, by the County Com-
missioners) is the function of some 1500 local assessors (elected to four year
terms4), as well as the munerous assessors for school, city, hospital, and other
special districte

The County Assessor-Collectors are not licensed by any state agency or board,
and therefore are "qualified" for office if duly elected by the voters in the county."
They may rely on the Tax Assessor-Collector Instruction Mfmual, containing
rules, regulatioas, opinions of the Attorney General, instructions, and forms;
they may attend the Assochition of County Assessor-Collectors annual confer-
ence, or the Annual Institute for Tax Assescors (which in 1962 hosted 212 per-
sons, only four of whom were County Assessor-Collectors).7

The burden of valuation and assessment, however, in areas where sonic so-
phistication in the appraising process is required, is often assumed by an inde-
pendent appraisal firm. The vahmtion of oil and gas property for taxing districts
is the job of 'a very few firms. Pritchard and Abbott Valuation Engineers of
Texas currently has about 400 contracts with various taxing districts, and con-
sequently appraises about GO percent of the state. The firm normally appraises all
the property within a district, mineral as well as other classifications, and typi-
cally contracts with all the overlapping districts, such as city, county, and
school.°

II. Equality and uniformity

The state constitutional requirement of equality and uniformity In taxation
is of fundamental importance in comparing the mineral valuations with other
real property valuations:

"Taxation shall be equal and uniform. All property in this State, whether
owned by natural persons or corporations, other than municipal, shall be taxed
in proposition to its value, which shall be ascertained as may be provided by
law." e

The requirement is "imperative under our Constitution," " and clearly appli-
cable to ad valorem taxation." Uniformity means that value must be determined
by the same standard,' and the standard for the property tax in Texas is the
fair market value:"

1 Tex. Rev. Stat. Ann. art. 7145 (t1960).
2 TeL Rev. Stat. Ann. art. 7146 (1960) ; Liberty Century Trust Co. v. Gilliland Oil

Co. 297 F. 494 (D. Tex. 1924) : Texas v. Downman, 134 S.W. 787 (Tex. Civ. App.-1911.
writ rerd) ; Stephens County v. Mid-Kansas Oil and Gaa Co., 113 Tex. 160, 254 S.W. 290
(1923).

°Tex. Rev. Civ. Stat. art. 7174 (1960) : Phillips Petroleum v. Townsend, 63 F.2d 293
(5th Cir., 1933) , Rowland v. T'yler 5 S.W. 2d 756 (Tex. Comm'n App. 1,928, holding ap-
proved) ; lAvely V. M. K., and T. ley., 102 Tex. 545, 120 S.W. 852 (1909).

4 Tex. Const. art. VIII, § 10.
5 2 Advisory Commission on Intergovernmental Relations, the Role of the States in

Strengthening the Property Tax .157 (1968).
6 Letter from Robert S. Calvert, Comptroller, to Itichard Mithoff, Sr., March 17,1970.
7 2 Advisory Commission, supra n. 5. nt 156.

Interview with Earle Bruce of Pritchard and Abbott (Odessa), November, 1969.
° Tex. Const. art. VIII, § 1.
10 Breckenridge v. Pierce. 251 S.W. 316 (Tex. Civ. App.Ft. Worth 1923,- writ dism'd).

See Lively v. M., K.. and T. Ry., 102 Tex. 545, 120 S.W. 852 (1909) ; Porter v. Langley,
178 S.W. 820 (Tex. Civ. App.Galveston 1915, writ ref'd).

11 State v. Lowman, 115 S.W. 2d 794 (Tex. Civ. App.Eastland 1938), rev'd on other
grounda,133 S.W. 2d 926 (1939).

12 Lively v. AL, K., and T. Ry., 102 Tex. 545, 120 S.W. 852 (1909).
'is Ti. Const. art. VIII, §.1 ; Tex. Rev. Stat. Ann. art. 7174.

t..
J
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"Uniformity in taxation throws the proper burden of taxation on each indi-
vidual taxpayer, and the principle should never be departed from. The greatest
benefit comes to each and all when it. is scrupulonsly observed. The value of prop-
erty is the correct standard of uniformity and the Constitution bas so fixed it.
Taxation aninot be in proportion to the value of property unless the value of all
property is ascertained by the same standard.1'

"To assess the property of one or a fen' owners at a materially higher per-
centage of its value than the percentage of the value at which the property of a
great majority of the owners in the city is assessed is unconstitutional, and esPe-
cially if done in pursuance of some custom, system, or scheme in which Values
are not ascertained as provided." "

This concept of uniform assessment is complicated by the rather widespread
practice of assessing all property at a percentage of its fair market value. (In
Ector County, for exmnple, the ratio of assessments in 1969 for the county was
18%, and for the school board it was 45%,) Reasons advanced for this practice
include the desire to minimize taxpayer complaints and to obviate the necessity
for readjustment in the event of falling market prices." (More simply, the con-
fused taxpayer is less likely to complain.) Theoretically, of course, the nse of
assessment ratios should make no difference. The procedure must start with an
appraisal of the propexty at its fair market value. But realistically, as the Ad-
visory Commission on Intergovernmental Regulations reports, this practice is not
calculated to alert either the taxpayer tax assessor to levels of inequality.
Moreover, the report continues, "There is a tendency for nommiformity to in-
crease when property as assessed at low fractions of full value." (Emphasis
added.)" The commission has recommended full disclosure to the taxpayer, with
tax rolls revealing both the full market values as well as the assessed valuations."

But the practice of listing only the values at the given ratio of assessment con-
tinues, and the confusion persists. Absolute equality and uniformity, of course, Is
not practicable, and not required."' But serious differences in the ratios of assess-
ment are riot acceptable. The court declares quite early in Richardson. v. State'
that the requirement of taxation in proportion to value must yield to the "equal
and uniform" requirement where the assessor has generally assessed property
at less than its fair market value (Lc., at some ratio of assessment). In Richard-
80n., the land in the county generally was assessed at approximately GO percent of
the fair market value, while defendant's mineral property was appraised on the
basis of an arbitrary formula, which made the fair market value depend solely
upon the average number of barrels of royalty oil produced daily for a period of
92 days preceding the first day of January of each year. The Court of Civil Ap-
peals upheld the trial court's finding that the assessments were void, but reversed
and remanded because the trial court undertook to reassess the property, which is
the duty of the board of equalization."

One further problem should be discussed. Despite the absolute commandment of
"equality and uniformity," a few cases have established that the legislature may
make certain classifications of persons and property for purpases of taxation if
the legislature does not act arbitrarily or unreasonably, and if there is a reason-
able basis for the classification. This has been established at least in the case of
franchise taxes," inheritance taxes," and occupation taxes." A number of courts
have refused to enjoin the collection of the property tax where it is apparentthat
the different classes of property have been assessed at different ratios of full
value, but have done so because of the failure of the plaintiff to show substantial

x4 Hunt v. Throckmorton Ind. School Dist., 59 S.W. 2d 470 (Tex. Civ. App.Eastland
1933, no writ).

Randals v. State, 15 S.W. 2d 715 (Tex. Civ. App.-1E1 Paso11929, no writ).
18 Note, Remedies for Unequal Property Tax Assessment, 46 Harv. L. Rev. 1001-02

(1933).17 1 Advisory Commission on Intergovernmental Relations, the role of the States In
Strengthening the Property Tax 59 (1983).

18 Id. at 63-64.
19 Nederland Ind. School Dist. v. Carter, 93 S.W. 20 387 (Tex. Civ. Apn.Beaumont

1936. writ dism'd).
2° 53 S.W. 2d 508 (Tex. Civ. App.Eastland 1932), aff'd, 84 S.W. 20 1076 (Tex. Comm'n

APP. 1935 opinion adopted).
Id.

22 Calvert v. Capital Southwest Corp., 441 S.W. 20 247 (Tex. Civ. App.Austin 1969,
wrLt ref'd n.r.e.) Crason County State Blank v. Calvert, 357 S.W. 20 160 (Tex. Civ. App.
Austin 1962, writ ref'd n.r.e.).

San Jacinto Nat'l Bank v. Sheppard, 125 S.W. 2d 715 (Tex. Civ. App.Austin 1938.
no writ).

3d, Sheppard v. Glebel, 110 S.W. 2d 166 (tex. Civ. App.Austin 1937, no writ).

4'9-8
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injury, or because the plaintiff failed to avail himself of the injunctive remedy
before the tax plan went into effect and could not prove the exact amount by
which his taxes were excessive.°

One case found in which this classification exception was applied specifically
to deny relief in a real property tax suit involved a situation in which "oil in
storage" had been assessed at 30 percent of its value, and all other property in
the district assessed at 60 percent of its value. The court declared that the assess-
ment ratios need only be uniform within the particular classification? This is
clearly contrary to the great weight of authority.°

In a rather unusual case decided recently, but involving the city tax, the classi-
fication exception was relied on in part to uphold an annexation ordinance, and
indirectly to support a property tax classification. (The court did, however, wisely
advise the appellee that the taxation matter was premature at this time, and
would have to be raised at a later date.) The principal challenge came from a
property owner whose property had been annexed by the city of Pasadena, Texas,
and thereby madct subject to the city taxes. Adjacent landowners, to wit Ethyl,
Tenneco, and Phillips, on the other hand, whose property was not to be annexed
under an agreement (authorized by statute ") with the city, had only to make
payments, as part of the agreenlent and in lieu of taxes, amounting to about 30
percent of the normal rate. The court held that there was a reasonable basis for
classification?

VALUATION OF OIL AND OAS PROPERTY

The valuation of mineral properties is a complex procedure. Unlike appraisals
of residential property, and some commercial property, where resort to current
selling or leasing prices is a fairly simple matter, valuations of oil and gas
property under production are made without the evidence of a recent sales price
(sales of producing property are rare, for obvious reasons), and without the aid
of industry estimates. Valuation of producing property requires first the technical
analysis (considering such data as estimates of reserves, rate of production, price
of the product, and cost of operation) to arrive at the future net revenue. Present
value is then calculated from future net revenue, discounted either at the pre-
vailing interest rates with subsequent allowatce for other factors,' or at a rate
which considers both the prevailing interest and these other factors.°

Advocates of the first approach disagree over the rate of interest and the com-
ponent factors to consider. Some of the risks, or hazards, may include decline in
the price of the product, increase in the operating costs, or substantial error in
the calculation of reserves. The degree of risk will naturally bear to some extent
on the production history. There is some dispute as to whether federal income
taxes should be considered.' .

The second approach eliminates some of the disagreement over which variables
to consider. This is the Hoskold, or sinking fund method, which provides for the
discount of future net revenue at various interest rates, and the return of capital
.through a sinking fund invested at four percent." The Hoskold formula is ap-

*Although some confusion , exists as to whether the taxpayer must always show sub-
stantial Injury after demonstrating gross inequality, e.g., Waco v. Conlee Seed Co.. 449
S.W. 2d (Tex. 19139) ; State v. Federal Land Bank of Houston, 329 S.W. 2d 847 (Tex. 1959),
recent opinions on this issue appear to be that In a direct attack (In a suit to enjoin the
collection of taxes before the tax plan has gone into effect), the plaintiff must show sub-
stantial injury. Arlington v. Cannon, 153 Tex. 500, 271 S.W. 2d 414 (Tex. 1954) ; Dietrich
v. Phipps, 438 S.W. 2d 900 (Tex. Civ. App.Houston 1909, no writ). This is distinguished
from the collateral attnck (In a suit defending an action for delinquent taxes) where the
taxpayer has the more onerous burden of showing the precise dollar amount by which he is
injured. State v. Federal Land Bank of Houston, 329 S.W. 2d 847 (Tex. 1959) ; Orange
v. Livingston Shipbuilding Co. 258 F. 2d 240 (5th Cir. 1958). But see Briscoe. Ranches,
Inc. v. E 'agle Pass Ind. School Dist., 439 S.W. 2d 118 (Tex. Civ. App.San Antonio 1909,
writ ref'd n.r.e.).

*Feldman v. Bevil, 190 S.W. 2d 157 (Tex. Civ. App.Beaumont, 1945, writ ref'd
w.o.m.).

*See note 25 supra.
Tex. Rev. Civ. Stat. Ann., art. 970 a. 1 5 (19133).

*Pasadena v. Houston Endowment, Inc. 438 S.W. 2d 152 (Tex. Civ. App..Houston,
1969. writ rerd. n.r.e.).

*DeGolyer, Evaluation, First Annual Institute on oil and gas law 591 (1949) ; Field,
Valuation of Oil and Gas Properties for State dd Valorem Tax Purposes. 7 011 and Gas
Institute 483 (1945).

*Campbell, Oil Property Evaluation 452-454 (1959) ; Fiske, Federal Taxation of Oil
and Gas Transactions 165 (1969).

*Field, supra n. 30.
*Fiske, Campbell, supra n. 31.



C daily average production as reported by Pritchard and Abbott corresponds very
closely to the daily average production as projected by the operators in the field,
in the period under study (1963 to 1970). (See Appendix, pp A-6, A-8.)
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proved as a valid approach, provided the proper rate of interest is selected. Be-

cause of the risks involved in oil and gas investment, the rate should be approxi-
mately 10 percent.3' The Hoskold method was chosen for this study in order to
rely exclusively on industry projections of future net revenue, and to avoid pos-
sible disagreement over the size and number of the variables to include in an
estimate computed under the first approach.

The valuation of nonproducing oil and gas property is apparently universally
ignored for purposes of ad valorem taxation. It is customary in states not having
a specific exemption, or special provision such as the mineral documentary stamp,
for the nonproducing property to be placed on the tax rolls at a nominal value."
(In Ector County, the nominal assessment varies from $.50 to 1.00 an acre.)
Reasons advanced for this practice vary. A spokesman for Pritchard and Abbott
declares that, "Until a nonproducing property is developed, it could be worth-
less.. . . We couldn't afford to have nonproducing property assessed." " The Ector
County Tax Assessor states that the property is just "not worth taxing." " Since
nonproducing property not voluntarily rendered by the taxpayer is not taxed at
all, it is reasonable to assume that the industry renders its nonproducing prop-
erty only to protect against claims arising under adverse possessiona reason
supported by the local tax assessor and Pritchard and Abbott. The nominal
assessment may be necessary only to cover the cost of recording the assessment."

Nevertheless, there is authority to support the proposition that nonproducing
property has a market value that is easily ascertained. The lessee commonly pays
a "bonus" to the lessor as partial inducement for completing the transaction. The
bonus may prove to be only a fraction of the value of the property, and does not,
of course, include rental payments, or royalty, should the lease prove productive.
The bonus value is a fair indication of the value of the property, provided due
weight is given to the effect of drilling a successful well, which would enhance
the value, or of driliing a '"dry hole," which would obviously deflate the value."

I. Producing property

This study compares valuations by Pritchard and Abbott Valuation Engineers,
independent appraisal firm hired by Ector County with valuations based on future
revenue projections of the industry itself. The property under study is the
Headlee Devonian Unit, covering approximately 15,000 acres in Ector and Mid-
land Counties. The industry revenue projections are taken from the Devonian
Report. Headlee and Dora Roberts Field, Ector and Midland Counties, Texas,
filed with the Texas Railroad Commission in August, 1956, prior to Commission
approval for unitization and gas injection.

The unitization agreement allows the unit operators to pool their production
efforts, and to share in the production from any tract on the basis of the propor-
tion that the operator's tract effective acre feet bears to the total unit effective
acre feet. The injection of gas under the pressure maintenance approach serves
to maximize recovery .of the stock tank liquids and plant products.

The reservoir is now classified as a gas condensate rather than oil reservoir,

mix stream production o2 natural gas liquids and stock tank liquids." Actual
as originally designated, and on January 30, 1961, the Commission authorized the

ed

u Fiske, iL
"Field, supra n. 30 at 530.
" Interview with Earle Bruce of Pritchard and Abbott (Odessa), December -1969.
" Interview with Curtis Wynn, Ector County Tax Assessor-Collector, December 1969.
311 Field, supra n. 30 at 530.
" Fiske, supra n. 31 at 169-170.
40 Report on Headiee-Devonlan Unit filed by unit operators In May 1962.
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A comparison of the actual valuations of Pritchard and Abbott with those com-
puted from the projected revenue figures of the industry (using the Hoskold
method described earlier) reveals a startling undervaluation of approximately
56.19 percent. ( See Appendix, pp A-7, A-9.)

Pritchard and Abbott claim that the liquids currently produced are less valu-
able than those described in the original report, that the costs of operation have
risen," and that therefore the unit has not been as profitable as originally ex-
pected." This is in direct contradiction, however, to the statement (January 13,
1970) from Atlantic Richfield, insisting that, "Profits have proven to be higher
than, originally estimated for the field at this point in time," and that the "res-
ervoir is currently estimated to be almost doubk that referred to in the re-
port . . ."43 (Emphasis added.) The conclusion would appear to be, then, if
industry sources can be believed," that the valuations of Pritchard and Abbott
are far below the currently accepted measures of fair market value.

Nonprodueing property

This study compares the valuations of Pritchard and Abbott with the actual
"bonus price" paid for an oil and gas lease. The property is classified "nonproduc-
ing" for purposes of the study if, after execution of the lease, the property was
assessed at a nominal rate, or not rendered for taxation at all, indicating accord-
ing to Pritchard and Abbott a lack of production. (See Appendix, pp. A-1, A-8,
A-5.) In some instances the property assigned a nominal assessment has proven
productive in the next year, and "suddenly jumped" in value. (See Appendix,
pp. A-2, A-5.)

The "bonus value" is easily determined from the value of the revenue stamps
affixed to the lease, which of course is recorded in the County Clerk's office. (The
revenue stamps were, however, discontinued after January 1, 1968.)

The nominal assessment of nonproducing property without regarding to market
value is admitted by Pritchard and Abbott and the County Tax Assessor-Collector,
as is the failure to tax some property even on a nominal basis, which was the case
with over $400,000 worth of Texaco leases in 1965 and 1966. (See Appendix, pp.
A-3A-5.)

The random sample of local homeowners' property, selected from different sec-
tions of Odessa, in Ector County (Pritchard and Abbott contracts with the city
ae well) shows a remarkably close correlation between the valuations of Pritchard
and Tabbott and the actual sales prices of homes sold in 1969. (See Appendix,
pp. A-10, A-11.) All undervaluation is approximately only 7.06 percent.

" Report filed by Pritchard and Abbott on August 10, 1970, in response to a request
from Ector County Judge Mike Berry to make the specific disclosure requested in the Peti-
tion to the Board of Equalization on June 30. 1970. See Appendix, pp. A-15-16.
,"Testimony of R. W. Wood before the Ector County Board of Equalization, June 30.

1970.
. " Letter from E. W. Tyler, District Engineer, Atlantic Richfield, to Richard Mithoff,

Jr.. on Jan. 13, 1970.
Letter from E. W. Tyler to County Judge Mike Bzrry on July 6, 1970.
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A. Production

The production columns are included to substantiate the validity of a study
comparing actual valuations by Pritchard and Abbott for the tax rolls, and
the valuations based on projections by the operators in the field.

Column 1 gives the projected 8/8 Daily Average Production and total num-
ber of wells, as estimated by the operators in the field. 'Devonian Report,
Headlee and Dora Roberts Field, Ector and Midland Counties, Texas, March
1956. (Filed witL the Texas Railroad Commission, Oil and Gas Division, in
preparation for the hearing [August, 1956] relative to the utilization agreement.)

Column 2 gives the actual 8/8 Daily Average Production and the total num-
ber of wells, as reported by Pritchard and Abbott.

The seven-year (1963 through 1969) is chosen as representative because the
actual daily average production, when compared on an annual basis, cor-
responds closely to the projected daily average. In fact, the total actually daily
average exceeds the estimates during this period.

B. Valuations

Column 3 gives the valuations of the 7/8 mineral interest based on the
present value of future net income, discounted at 10 percent using the Hoskold
Formula, suggested as a means of determining the fair market value of oil and
gas properties. Fiske, Federal Taxation of Oil and Gas Transactions (1969),
pp. 166-168. John M. Campbell, Oil Property Evaluation. (1959), pp. 452-454.
Annual estimates of future net income are from the operators in the field.
Devonian Report, supra.

Column 4 gives the actual valuations (at 100%) of the 7/8 mineral interests
as reported by Pritchard and Abbott.

Column 5 gives the annual approximate percentages by which this unit has
been undervalued, as well as an average of these percentages.

III. LOCAL REAL ESTATE, HOMES (A RANDOM SELECTION)

Valuation (at
100 percent) for

1969 tax rolls

Approximate
percentage of

undervaluation
Price (1969 (Pritchard & (comparing

Description sales) Abbott) cols. 2 and 3)

(1) (2) (3) (4)

4003 Pleasant Lot 7, Blk. 27 Terrace Hills ifl, 500 $7, 048.50 17. 1
909 E. 21st Lot 21, BM. 11 Sage Hill 8, 150 7, 603.50 6. 6
3719 Holly Lot 2, Blk. 33 Windsor Heights 12, 250 11, 100. 00 9. 4
2702 S. Colonial Lot 12, Blk. 8 Bellaire. 7, 950 6, 549.00 17. 6
2801 Disney Lot 7, Blk. 1 Wedgewood 15, 330 14, 485. 00 5. 5
2108 W. 27th Lot 17, Blk. 62 Harrisdale 8, 700 8, 491.50 2. 4
401 Elm Lot 4, Blk. 14 Ridgecrest 7,600 6, 605.00 13. 1
1508 Spur N. 73 Feet of Lot 5, Blk. 93 Crescent Park 19, 500 19, 869. 00 1. 85
Blackstone Lot 31, 504 Blk. 2 Rochester Heights 7, 650 7, 104.00 7. 2
2674 E. 25th Lot 23, Blk. 135 Crescent Park 13, 950 13, 930.50 . 15
1309 Westbrook Lot 11, Blk. 9 Westwood 14, 500 13, 098.00 9. 7
2304 W. 15th Lot 22, Blk. 1 Park Annex 7, 500 7, 659. 00 2. 13

Average approximate percentage of undervaluation 7. 06

TIMBERLAND IN EAST TEXAS

Sharon L. Feather, William L. Feather, and Louis J. Sirico

utritoragnioN

The taxation of timberland, like other real property in Texas, is based on its
current fair market value, that is, what a willing buyer would pay a willing seller
for a given tract of timberland. The present study attempt to survey the methods
by which East Texas school and county tax assessors evaluate and tax
timberland.

Ideally, one would verify sales by asking recent buyers or sellers the price they
paid or charged for a particular tract of land. Although specific prices for spe-
cific pieces of land proved unavailable, estimates of the current market value
were obtained from several reliable sources : a state forest appraiser, a forestry
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professor at Stephen F. Austin State University, an independent professional for-
est appraiser, a tax assessor, and the rolls of school districts following sound as-
sessing practices. Two newspaper articles also cited current market values for
timberland.

A state forestry appraiser indicated that timberland in southeast Texas starts
selling at $180 to $200 per acre, with prices in heavily forested areas sometimes
rising to $300 per acre. Bare land is worth $85 per acre, and every 1000 board feet
of timber adds another $50 to the acre value. The appraiser gave as an example
the recent sale of a large parcel of timberland in Jasper County at $250 per acre.

A forestry professor at Stephen F. Austin State University informed us that
he had just paid $200 per acre for forest plantation land in Cherokee County,
and that International Paper Company was paying a minimum of $125 per acre
for all the timberlands it could get. These figures reflect values in the northern
part of East Texas where the land is less fertile and provides a poorer stock of
timber than do other parts of the Piney Woods.

An independent professional forest appraiser living in the same area estimated
that all pinewood forestland is worth $100 to $300 per acre. He indicated that
Southland Paper Mills, Inc., was paying $180 to $220 per acre for any land they
were offered with minimal marketable timber, and another timber company had
recently paid $195 per acre for a large tract of poorly stocked timberland.

Timberland values in the southern half of the East Texas forest are higher. The
county tax assessor for Newton County in Southeast Texas estimated that tim-
berland in his county sold for at least $200 per acre.

In early July a fire destroyed 300 acres of Angelina County timberland owned
by Owens-Illinois Corporation. An area timber man estimating the loss was
quoted by The Lufkin News (July 9, at p. 1) as placing the value of the timber-
land in the range of $250 to $350 per acre.

On June 12, a United States Senate subcommittee on parks and recreation
heard testimony in Beaumont regarding the proposed Big Thicket National Park.
At the hearing, Orrin H. Bonney, chairman of the Bib Thicket Coordinating Com-
mittee testified that present prices on land in the 100,000 acre park area ranged
from $250 to $350 per acre. ("Interests Disagree on Big Thicket Park Size,"
Houston Post, Fee. 3, p. 24, June 13, 1970).

As these figures reveal, the market value of timberlands fluctuates greatly,
sometimes rising to as much as $350 per acre. Most estimates, however, center
around a $200 per acre median. This figure provides the conservative estimate of
market value that this report uses in comparing actual fair market values with
the fair market values that the county and school district tax assessor assign to
timberlands.

PRACTICES TAX COLLECTOR-ASSESSORS EMPLOY

Following is a six-county survey of the methods county and school district
assessors use in placing a market value on timber acreage. Most tax assessors
compute the assessed valuation on a flat rate per acre basis, and make no at-
tempt to assign true market values. The assessors' estimate of fair market value
may be derived by dividing the assessment ratio into the assessed valuation. In
considering these fair market values, keep in mind that $200 per acre represents
a Conservative average estimate of the price such acreage could bring on the
open market.

Angelina ,County

County

Evaluation Method: All unimproved acreage outside the city limits is placed
on the rolls at $10 per acre (assessment ratio of 25%), indicating a fair market
valuation of $40 per acre.

Comments : Present rates have been in effect since the 1963 tax roll. The pre-
vious rate was $5 per acre.

Lufkin Independent School District

Evaluation Method : The district ascertains fair market value by using com-
parable sales methods and personal contacts with buyers and sellers. Assess-
ments of timberlands generally fall into the $240. to $313 per acre range for full
market value.

Comments : The school district evaluations closely approximate actual market
value, and the district makes frequent reassessments.



8130

Diboll Independent School District

Evaluation Method : All unimproved rural acreage outside the city limits is
placed on the rolls at $20 per acre (assessment ratio is 40%), indicating a fair
market valuation of $50 per acre.

Comments : The assessor-collector has many other time-consuming administra-
tive functions, allowing him little opportunity to re-evaluate property.

Hardin County

County

Evaluation Method : The appraising firm of Pritchard and Abbott evaluated
all property in 1964. Since then, the county has raised the rates. Most timber-
land is placed on the rolls at $16.60 per acre (assessment ratio is 20%), Indi-
cating a fair market valuation of $83 per acre. The county evaluates other tim-
berland between $75 and $88 per ure fair market value.

Lumberton Independent School District
Evaluation Method : In 1968, the Terry Company of Beaumont, Texas, evalu-

ated all acreage. Timberland not evaluated at higher use residential develop-
ment rates was assessed at $160 per acre fair market value.

Comment: Major timber companies have protested these assessments. Last
year they threatened not to pay and withheld needed school funds until June.

Silsbee Independent School District
Evaluation Method : In 1962 a professional forest appraiser valued timber-

land at $102 per acre, but the district claims to employ a fair market value of $90
per acre for taxation purposes. There has been no re-evaluation since. All timber-
land is actually placed on the rolls at $32 per acre. Assessment ratio is 55 per-
cent on other property.

Jasper county

County

Evaluation Method : All unimproved acreage is placed on the rolls at $23
per acre (assessment ratio is 25%), indicating a fair market valuation of $92
per acre.

Liberty county

County

Evaluation Method : In 1967, the appraisal firm of Davis and Wilson valued
all property in the county at a cost to the county of $108,000. It evaluated tim-
berlands according to the following schedule :
Timber : Per acre

A (good quality ) (fair market value) $150
B (fair quality ) 130
C (poor quality ) 110

Comment : The county contains little type A timberland, but the county as-
sessor estimates that type B acreage presently sells for $250 to $300 per acre.

Liberty independent school district

Evaluation Method : The school district classified timberland quality accord-
ing to Davis and Wilson's 1967 county-wide evaluations and adopted the follow-
ing schedule :
Timber : Per acre

A (good quality) (fair market value) $130
B (fair quality ) 110

(poor quality ) 90
f' Comment: This school district is now in the process of re-evaluating all

pmperty.
Hardin Independent School District

Evaluation Method : The Iasi evaluation occurred in 1958, although the assess-
ment ratio and tax rates have risen, since. The district taxes Kirby Lumber

.9
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Corporation timberlands according to 1958 market values, but taxes other for-
est land on valuations as low as $60 per acre fair market value.

Comment : Kirby Corporation's higher evaluations result from the litigation.
Kirby Lumber Corp. v. Harding Ind. School Diet. 851 S.W. 2d 310 (Tex. Civ.
App.Waco 1961, writ ref'd n.r.e.).

Nacogdoches County

County

Evaluation Method : All unimproVed acreage is placed on the rolls at $15
per acre for land adjoining paved roads and at $12 per acre for all other land.
The assessment ratio is 30 percent, indicating fair market valuations of $50
and $40 per acre respectively.

Comment : Injunctions have prohibited this nearly bankrupt county from re-
assessing. After the Nacogdoches Independent School District consolidated with
another district, the school tax assessor discovered 1200 acres of land omitted
from the county's tax rolls in the latter district.

Nacogdoches Independent School District

Evaluation Method : A professional timber appraiser makes evaluations.
Comment : This district contains few acres of timberland.

Newton County

County

Evaluation Method : All unimproved acreage is rendered at $14.50 per acre
(assessment ratio is 10%), indicating a fair market valuation of $145 per acre.
The county employs a 15 percent assessment ratio for all other property. This
use of two assessment ratios for different types of property is contrary to state
law. Randalls vs. State, 15 S.W., 2d 715 (Tex. Civ. App.El Paso 1929, no writ).

Comment : The county employed Davis and Wilson to compute their 1966 tax
roll. This firm reported timberland in the county worth $60 to $70 per acre
approximately half the value past county rolls had employed. When the county
refused to accept these figures, Davis and Wilson had to double their valuations
before the county would adopt them.

Newton Independent School District

Evaluation Method : Acreage is placed on the rolls at $23 per acre (assess-
ment ratio is 33%%), indicating a fair market valuation of $69 per acre, ex-
cluding mineral rights.

CONCLUSIONS AND RECOMMENDATIONS

Conclusions

Motit taxing agencies studied make no attempt to find the true market value
of timberlands within their districts. Most compute assessed valuations by multi-
plying the number of acres the.taxpayer owns by a fiat rate. A tax assessor ap-
plies this fiat rate to aft land whether stocked with timber or bare, a practice
which is clearly illegal in light of the considerable differences in the values of
these two classes of land.

Further, the assessed valuation for timberland consistently falls far below a
realistic figure (See Table A). Consequently, timberland is valned at a much
lower percentage of market value, although the agency claims to assess all
property at the same percentage. This illegal practice results in lost revenue.
(Table B and C) and discriminates against anyone whose property has been
fairly appraised.

Many reasons account for these inaccurate and illegal practices.
(1) While all agencies acknowledge the need to reassess periodiCally, some

neglect' doing so 'simply because they happen to be meeting their present ex-
penses. They, of course, will find themselves forced to reevaluate when their need
for money becomes more acute. Some agencies, already feeling the.ffnancial pinch,
still avoid needed reassessment by raising the assessment ratio.Although this pro-
cedure bring in the needed Money without incurring the cost of re-assessment,
it continues the same illegal practices. Timberlands are still placed on the rolls
at a lower percentage of market value than are otherproperties.

aGgib
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(2) The difficulty of finding comparable market values for timberland is an-
other reason for failure to re-assess. As one county assessor stated, timber com-
panies ordinarily do not reveal to any tax collector the price they paid for a
specific tract of land. Of course, some buyers and sellers do talk enough to allow
an assessor to ascertain accurate market values, but eliciting such information
can require a great deal of effort.

Since the deed of sales almost never includes the full purchase price, asses-
sors must talk to buyers and sellers to verify sales in order to obtain market
values for timberland. It is inconceivable that a state would rely for its income
on property taxes and not require that a deed carry the full purchase price on
its face. To force an assessor to ask a man how much value he, the owner,
wants to place on his property for tax purposes can only be termed ludicrous.

Such malfeasance has stood unchallenged, perhaps because private homes com-
prise such a large proportion of taxable property, and are more easily assessed at
market value. Most homeowners buy on credit; hence, the deed of trust provides
an accessible estimate of the full price.

(3) Most assessors recognize the wisdom of hiring a professional to re-evaluate
timberlands. Unfortunately, fear of paying a high price for such a service fre-
quently discourages his course.

Recommendations
Agencies giving the expense of re-assessment as a reason for not re-evaluating

timberlands fail to see that the revenues gained will more than compensate for
the cost of hiring a professional. A state forest appraiser, experienced in pro-
fessional land vahiation, asserted that an appraisal of the timberland in an entire
county would cost $20,000 at the absolute maximum. This price includes the cost
of aerial photographs which some counties already possess. Counties and school
districts would recover quickly even the maximum cost of $20,000, according to
estimates of the revenue losses re-assessment would prevent. (See Table B and
C.) In addition, the assessment would be accurate for several years, providing
more time to recover the costs.

Counties and the school districts within them could reduce ths cost by sharing
the expense of the project. But as this study indicates, these agencies do not
cooperate, resulting in the same land being assessed twice. School district and
county figures on the same parcel of land vary widely, and often both figures fail
to approximate realistic values. It is easy to see why school districts resist
joining county officials in any projects, for the county most often assigns lower
market value to a given tract of timberland. County figures will probably remain
the lower of the two in the future since the county tax assessor-collector, an
elected official, fears that re-assessing will incur the taxpayers' wrath. The school
district's tax assessor, on the other hand, is appointed and more insulated from
the taxpayers. Still it is difficult to imagine why some county tax assessors fail
to check their valuations against those of the school districts. After all, the rolls
are public record.

To remedy this situation, the state legislature should pass legislation requiring
all deeds to include the full purchase price. Then the legislature should make
the office of county tax assessor-collector non-elective. The official filling this
position would be required to appraise all county lands for both school and county
tax rolls.

Short of these reforms, many agencies need to reassess timberlands instead of
applying one rendition rate to most property and an illegal lower rate to timber-
lands. School districts and counties should cooperate in sharing the expense of
re-evaluation to save themselves and ultimately the taxpayer, the cost of dupli-
cated efforts.

APPENDIX

THE DOLLARS AND CENTS CONSEQUENOES OF UNDERVALUATION
. .

The following tabular study demonstrates the effects of underevaluating tim-
berland upon the finances of. six countiee and eight schOol distriets list year.
Employing faulty and illegal assessing practices' year after year has cost East
Texas untold millions in potential tax revenue.

Since exact figures lre impossible to ascertain due to the constantly increasing
value of forest land over the past two decades, we limit our estimates to the past
year. The frequent inaecuracy of tax roll entries 'also makes these figures
approximations.
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Keep in mind that this study surveys only a sampling of counties and school
districts ; many other jurisdictions in the 37 counties comprising East Texas
are also losing tax revenues of sizeable dimensions.

EXPLANATION OF TABLES

Tabtc A: Survey of Actual Assessing Methods (1469)
This table lists the fixed flat rates taxing authorities use in placing assessment

valuations on the rolls. It compares the fair market values the agencies' records
reflect with actual market values and indicates the loss of taxable property that
illegal assessing practices cause.

Column 1 : Nante of taming agency-county or school district.
Column 2 : Assessed valuation-the flat dollar value the agency applies to all

timberland regardless of quality. Unless otherwise specified, all agencies derive
the assessed valuation of forest land from a flat rate formula.

Column 3 : Assessment ratio-the percentage of fair market value at which a
taxing agency lists property on its rolls. For example, a county employing a 25
percent assessment ratio would carry a $10,000 tract on its tax rolls at $2,500.

Column 4 : Actual fair market values-As assigned by the agencies : Dividing
assessment valuation by assessment ratio yields fair market value. For example,
a county valuing an acre at $10 and using a 25 percent assesmenst ratio is assign-
ing that acre a fair market value of $40.

Column 5 : Assessed valuation agency should assign-Assuming a $200 per acre
fair market value, Column 5 shows the average assessed valuation the agency
should employ in contrast to the figure in Column 2.

Column 6 : Actual assessment ratio for timberlands-Assuming a conservative
average value of $200 per acre for timberland, this column shows the actual
percentage of fair market value at which the taxing agency lists this property
on its rolls, in contrast to the legal assessment ratio in Column 3. Any substantial
discrepancy between the figures in Columns 3 and 6 indicates that the agency
is applying-illegally-different ratios and disproportionate tax rates to differ-
ing types of property:

TABLE A.-SURVEY OF ACTUAL ASSESSING METHODS 1969

Taxing agency

(1)

Assigned by agency Actual

Assessed
valuation

(2)

Ratio of
assess-

ment
(percent)

(3)

Fair
market

value

(4)

Assessed
valuation

(5)

Ratio of
aSSOSS-

ment
(percent)

(6)

Angelina County
Lufkin Independent School District
Diboll Independent School District

Hardin County
Silsby Independent School District
Lumberton Independent School District S
Hardin Independent School District: r

Champion Paper Co
Kirby Lumber Co

Jasper County
Jasper Independent School District

Liberty County:
Al
B
C

Liberty Independent School District:
A
B
C

Nacogdoches County'

Nacogdoches Independent School District

Newton County

Newton Independent School District

$10. 00
(1)

20. 00
16. 60
32. 00

160. 00

50. 00
70.500

23, 00

37.50
32.50
27. 50

MOO
66. 00
54. 00
15. 00
12. 00
19. 00

14.50 {
23. 00

25
30
40
20
55

100

50
50
10
25

25
25
25

°60
60
30
30
75

7" i10
33. 33

$40

50
83
58

160

100
140
125
150

150
130

. 110

130
110
90
50
40
25

145

69

$50.00

80.00
40. 00

110.00
200.00

100. 00
100. 00

20.00
50. 00

50. 00
50. 00
50.00

120. 00
120:00
120. 00
60. 00
60. 00

150. 00

30. 00

66.60

5. 0

10. 0
7.3

16.0
80. 0

25. 0
25.0
6.25

11.5

1168..2755

13. 75

39. 0
33. O.
27. 0

7.5
6.0
9.5

7.25

11.5

I No flat rate used.
r Approximate.

Lumberton Independent School District values much timberland
here reflect values for lands remote from roads valued as timberland

4 Hardin Independent School District rolls list these 2 major timber
r Both Liberty County and Liberty Independent School District vs

Nacogdoches County places rural acreage on paved roads on the
Per aere.

/ Newton County (illegally) applies a 10 percent assessment ratio
property.

according to higher residenthll use value. Figures
only.
companies at different rates.
lue timberlands according to good, fair, and poor

rolls at $15 per acre and other, rural land at $10

to timberlands and a 15 percent ratio to all other
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Table B : Estimated Revenue Lost through Faulty Valuation of Timberland
(1969)

Column 1 : Taxing agency.
Column 2: Taxable acres of commeroial forest land in agency's jurisdiction

Figures for counties are those the Texas Forest Service reports in Texas Almanac
1970-1971 (p. 138). The Silsbee Independent School District computes its own
forest acreage.

Column 3: County general tax rate per $100 assessed valuationThis is the
general county rate, not including other special taxes, such as hospital and road
taxes.

Column 4 : Taxes agency could collect using accurate valuationsEstimating
full market value at $200 per acre, number of acres x 200 x aesessment ratio x tax
rate. $200 represents a conservative value estimate. Though some acreage would

i sell for less, much would sell for a great deal more. These sums include the gen-
t' eral county tax alone. Special taxes for hospitals, roads, etc. are omitted; how-
1

1

i
ever, they are based on the same Iow assessment rates.

Column $ : Estimated total taxes collected on timberlandnumber of acres as-
f

sessed valuation x tax rate. Where agencies used ascending scale of value for,

different classifications of land, this column employs the highest assessed values,1

making the estimated loss revenue (Column 0) extremely conservative.
Column 6: Tax money arency lost in 1969Column 4 minus Column 5. Note

again that these figures reflect very conservative estimates.
l'

i TABLE B.ES1IMATED REVENUE LOST THROUGH FAULTY VALUATION OF TIMBERLAND 1969
i

k [Amount of dollarsi
I

1 Taxes
i Taxable

Agency's
tax rate agency Taxes Tax money

acres of per $100
commercial assessed colleccot uold

agency did agency
n

t Taxing agency forest land value timberland timberland
collect on los1t96i9n

1

i
Angelina County
Hardin County

Liberty County 1
Jasper County

Nacogdoches County 2

Newton County
Silsbee independent school distrkt

Total

(1) (2) (3) (4) (5) (6)

359, 900
501, 600
541, 800
453, 600
400, 400
557, 600
80, 000

1. 00
1.20
. 80

1.20
.95

I 1.00
1. 85

180,
240,

86,
272,

8,227,16
162,

000
000
700
200

028803
800

36, 000
99, 900
54, 200

176, 900
57, 000
80, 900
47, 360

144, 000
140, 900

1387281, 351008

86, 400
115, 440

785, 740

1 Liberty County figures reflect the assessed valuation the county applied to the "fair timber" classification: $32.50 per
acre.

2 Nacogdoches County places rural acreage on the rolls at $15 per acre on paved roads and all other rural land at $10
per acre. This table uses the $15 value, making the figure in column 5 high and that in column 6 conservative.

3 Newton County illegally applies the 10 percent ratio to timpberlands and the 15 percent ratio to all other property.
Column 4 uses the 15 percent ratio while column 5 employs the 10 percent ratio.

Table C: Taxes Major Timber Owners Were Not Charged in 1969 Table C
attempts to show more specific examples of tax loss than does Table B. It dem-
onstrates how faulty assessing benefltted certain large timber owners at the ex-
pense of specific taxing agencies.

Column 1 : Name of company.
Column 2 : AcresThe total number of acres assessed at rural valuations that

the agency's tax rolls list under the company's name.
Column 3 : Total taxes agency should have charged CompanyAssuming aver-

age market value of $200 per acre, assessed valuation, x number of acres x tax
rate per $100 valuation.

Column 4 : Total taxes chargedNumber of acres x assessed valuation x tax
rate per $100 valuation.

Column 5 : Taxes agency toetColumn 3 minus Column 4. Note that these
figures indicate tax revenue lost in 1969 alone.
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TABLE G.TAXES MAJOR TIMBER OWNERS WERE NOT CHARGED 1969

lazes
company Taxes

should have company Taxes agency

Area and company Acres been charged I was charged lost

(1) (2) (3) (4) (5)

Angelina County:
Champion-U.S. Plywood 56. 91 $28, 50 $5. 70 $22. 80

Owens-Illinois 78, 828. 05 39,414.00 7, 882. 80 31, 531,20
Southland Paper Mills 14, /15.40 7, 358.00 1, 471.60 5, 886.40

Temple Industries 66, 268. 93 33, 134. 50 6, 626.90 26, 507.60

Total 63, 948.00

Diboll Independent School District:
Owens-Illinois 160.00 263. 80 59. 20 240.60

Southland Paper Mills 54.40 80. 52 19.98 , 60, 54

Temple Industries 32, 851. 00 48,619.48 12, 154. 87 36,464.61

Total. n, 729.75

Hardin County:
Boise-Cascade 14, 565. 42 6,991. 40 2, 861.11 4, 130.29
Champion-U.S. Plywood 27, 450. 98 13,176.47 5, 729. 81 7, 446.66
International Paper 3, 211.68 1,541. 61 616.60 924.81

Kirby Corp 127, 094. 00 61, 005.12 26, 687.00 34, 318.12
Southern Neches 7, 267.10 3,488. 21 1, 545. 98 1, 942.23
Southland Paper Mills 27, 021. 20 12, 970.18 5, 458. 32 7, 511.86
Southwestern Timber (Easton) 137, 219. 81 65,865. 51 26, 352. 28 39, 513,23
Temple Industries 8, 805.11 4, 226.45 1, 520. 47 2, 705.98

Total 98, 493.18

Silsbee Independent School District:
Kirby Corp 14, 079. 00 28,650.77 8, 517. 03 20, 133.74
Southwestern Timber (Easton) 85, 887. 98 119, 837. 02 35, 216. 41 84, 620.61

Temple Industries 4, 058. 37 8, 258.79 2, 402.60 4, 200.42

Total 108, 954.77

Jasper County:
Bleakwood Timber Co. 24, 561. 69 3, 929. 87 2, 259. 40 1, 670.47

Champion-U.S. Plywood 20, 057.02 3, 209. 27 1, 879. 36 1, 329.91

Jasper Timber Co 60, 717. 48 9,714.80 5, 586.68 4, 128.12

Kirby Corp 48, 51510 7, 762. 40 4, 851. 50 2, 910.90
Roynolds-Wilson Lumber 5, 838. 35 934. 14 534. 52 399,62
Southland Paper 125. 00 20.00 11. 52 8.48
Southwestern Timber (Eastex) 91, 352. 43 14, 616. 39 8, 516. 96 6,099,43
Temple Industries 26, 740.18 4,278. 43 2,666. 01 1, 612.42

Total 18, 159.31

Liberty County: ,

Champion-U.S. Plywood 51, 395.10 30, 837.06 12, 154. 92 18,682.14
Kirby Corp 48,795. 00 29,277.00 16, 073.76 13, 203.24
Owens-Illinois 1, 835. 25 1, 101.15 481. 20 619.95
Southland Paper 5,657. 75 3,394. 65 2, 026. 32 1, 368.33
Southwestern Timber (Latex) 11, 518.19 6,901. 91 2, 952.84 3 , 9058:0367

Temple Industries
,

2, 217. 20 1, 330. 32 744.96

Total , 38, 417.09

Hardin independent school district:
Champion-U.S. Plywood 4,879. 42 8, 343. 81 2 983. 29, 5, 360.52

Kirby Corp 17, 134. 00 . 29,199.14 20, 521. 35 8, 777.78

Total 14,138.30..
Newton County:

Bleekwood Timber 31, 269. 20 9,380:76- 4, 534.03 4, 846.73

Champion-U.S. Plywood 13,661.09 4,098.33 1, 980. 86 2, 117.47

International Paper 18, 258. 17 5, 477. 45 . 2, 647. 43 2, 830.02

Jasper Timber 66.39 19. 92 9.63 10.29

Kirby Corp
,

124,930. 00 37, 479.00 18, 114. 85 19,334.15
Lutcher:Moore 52, 472.96 15,741.89 7,609.08 8,132.81
Newton Timber 56, 585.69 16,975;71 8, 204.93 8,770.78
Owens,Illinois

,

2, 441. 53 732. 46 . 354.02 387. 44

Southwestern Timber (WM) 31, 191. 63 9, 357. 49 4, 522.79 4, O. 70
Temple Industries 51, 296.38 15, 38& 91 7. 437.98 7.950.93

Total 59,245.32

1,
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Taxes
company Taxes

should have company Taxes agency
Area and company Acres been charged I was charged lost

(1) (2) (3)
. .

(4) (5)

Newton independent school district:
Bleakwood Timber 28, 409. 00 37, 783. 97 13, 068. 14 24, 715. 83
Champion-U.S. Plywood 8, 344. 00 11, 097. 52 3, 838.24 7, 259. 28

Kirby Corp.: 48, 820. 00 64, 930. 60 23, 433.24 41, 497. 00

Newton Timber 39, 301. 00 52, 270. 33 18, 078. 46 34, 191. 87

Southwestern Timber 22, 685. 00 30, 171. 05 10, 435.10 19, 735. 95

Temple Industries 2

Total

7, 000. 00 9, 310. 00 3, 360. 00 5, 950. 00

133, 349. 93

Nacogdoches County:
Owens-filinols 30, 859. 88 17, 590.13 6, 492.25 11, 097. 88

International Paper 45, 554. 15 25, 965. 87 5, 506.78 20, 459. 09

Kirby Corp 9. 00 5. 13 .86 4. 27

Southland Paper 2, 945. 40 1,678. 88 359.77 1, 319.11

Temple Industries 7, 835. 01 4, 465. 96 965. 84 3, 500.12

Total

Grand total 3

36, 380. 47

607, 816.16

I Tax roll entries often do not conform to tho rates taxing agencies claim to employ. These figures reflect these
discrepancies.

2 Some acres are rendered at $23 per acre and some at $24. This table employs the $24 per acre rate, making the figures
In col. 5 a conservative estimate of loss.

3 Taxes lost In 6 counties and 4 school districts.

COMMERCIAL AND INDUSTRIAL PROPERTY : HOUSTON AND HARRIS
COUNTY, TEX.

Kim Quaile Hill

As is true in most states, the major source of revenue for local governments
in Texas is the ad valorem tax. The taxing districts under study here are typical
in this regard : Harris County receives 79 percent of all fund revenues from the
ad valorem tax and Houston receives over 50 percent of all general fund reve-
nues from this source. The significant undervaluation of some classes of property
for purposes of ad valorem taxation, whether by design or assessment difficul-
ties, not only distributes the tax burden unequally, but also deprives the citizens
of many public services that could otherwise be provided with the additional
revenue.

A major concern in regard to unequal tax treatment is the valuation of com-
inercial and industrial property as compared with residential property. For vari-
ous reasons the valuation of residential property is relatively simple: the number
of transactions (sales) is high, sales prices are readily available, and deprecia-
tion techniques are simple. In many commercial property dealings, however,
information is relatively restricted. Transactions tend to be fewer in number and
sales price information is more difficult to acquire. Most large financial interests
prefer that such information remain confidential. It is fairly common practice to
avoid recitation of the entire consideration in deed records ; furthermore, since
the repeal of the federal documentary stamp tax (effective January 1, 1908), the
only readily available source of market value documentation has been lost.

Another problem area in the assessment of commercial property is the diffi-
culty in valuing commercial structures such as multi-story office buildings, re-
fineries, pipelines, and- factories as compared with valuing typical residential
structures. Yet there are accepted techniques for handling such problems and
professional tax appraisers should be able to appraise these structures just as
readily as the smaller ones.- This need for professional tax appraisers points' up
one of the major problems of property taxation in Texas ; with 254 counties, over
800 incorporated municipalities, and over 1,000 school districts, the demand for
qualified appraisers is great. Many of the individuals who fill this capacity for
various jurisdictions throughout the 8tate are hopelessly ill-suited for the task.

Recognizing that no prior published report has compared the assessment of
various classes of property in the Houston area, this study compares the assess-

(1111.1.
,t,
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ment level of commercial and industrial property with that of residential prop-

erty in the City of Houston and Harris County. The Tax Research Association

(TRA) of Houston, a privately funded research group, has for 14 years made

an annual study of the assessment levels of Houston, Harris County, and all

other taxing bodies within the county. The results of the TRA's studies have

shown assessment levels that are reasonably uniform and slightly below stated

assessment levels for the major taxing units in the county. The City of Houston

has deemed the TRA study sufficiently creditable to publish its results in the

Annual Financial Report of the City Comptroller as indicative of the general

assessment level for the city. The crucial flaw in the TRA study, however, is that

90 percent of the transactions on which it bases its studies are residential Prop-

erty sales. Consequently, the TRA study is not indicative of the general assess-

ment level for all types of property. Yet it may be taken as an accurate reflection

of residential property levels and it will be used as a point of comparison for

the eommercial property ratios developed in this study. Any wide disparity be-

tween the results of the TRA and those of this study should indicate failure to

achieve tax equalization between the classes of property so represented.

In order to attain meaningful assessment ratios for commercial property this

study had to face all the difficulties discussed above in determining market values

in that area. With only one researcher utilizing limited time and funds it was
necessary to select only certain types of commercial property. The choice of types

was dictated partially by the availability of market value data and partially by

the desire to represent several different types of property. As a result, three

different samples were chosen generally representing two major types of com-

mercial property.
The flrst sample was drawn from major exchanges of commercial property as

reported daily in the Houston Post. These reports of noteworthy sales of office

buildings, apartments, shopping centers, and major tracts of land usually give
rounded dollar amounts for the exchange price as reported by the parties to
the transaction or by "realty circles." After consultation with members of the

real estate and legal profession and with an expert in the area of property taxa-

tion, it was determined that such reported prices were generally accurate within

10 percent. Thus a sample Was drawn from all such reported sales as published

in 1969 in the Houston Post. (Traditionally, assessment ratio studies utilize
market value data from the last six months of the prior year compared with

current tax valuations. Because this sample was drawn from the entire calendar

year of 1969, some of the market values represented are older and lower than

would ordinarily be used. The result of this difference is a conservative bias in

the data that favors the position of the taxing authorities. In other words, this

bias is directed toward higher percentage valuations than actually exist on the

tax rolls.) Since most of these sales are customarily reported on Sunday, every

such sale that was reported on a Sunday in 1969, that was located in Harris

County, and that had a total consideration recited was used in the sample. In

those instances where the reported information was incomplete or insufficient

for positive identification of the property on the tax rolls, the items were omitted

from the sample to resolve all doubts in favor of the taxing authorities.
The sample contains 40 items on the Harris County tax rolls and 28 items on

the Houston city tax rolls. The assessment ratio was computed for each trans-

action. and total sales prices and total assessments were used to compute the

overall assessment ratio. Harris County has a stated ratio of 22 percent of
market value for tax assessment& The TRA study of residential property shows

the county taxing at 17.96 percent of market value. The initial sample in the

present study (Appendix A) shows an assessment ratio for commercial property

of only 7.18 percent.
The City of Houston has a stated ratio of 40 percent of market value. Whereas

the TRA study shows a ratio of 31.94 percent, the present study shows com-
mercial property assessed at 16.81 percent of market value. Obviously these

differences in assessment rates are quite marked for both taxing districts.
Commercial property in this sample is being assessed at a rate that 18 approxi-

mately half th at used for residential property.
The second sample contains property from industrial parks and districts in

the Houston area. Such areas are planned locations for manufacturing, research,

distribution. or other-commercial operations. In effect, they are commercial prop-

erty "subdivisions" with land sites, utilities, and railroad service suitable for in-

dustrial "homes." As the sample of major transactions reported in 1969 was

dominated by sales of unimproved land, this sample is dominated by improved

68-412 0 - 72 - p1,16 D-2 23
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and developed land sites, representing a higher level on the spectrum of types ofcommercial property. The market values of land in these areas were derived froma report by the Houston Lighting & Power Company and the Houston Chamberof Commerce published in the April, 1969, issue of Houston magazine. Costs weregiven for land in each of 16 industrial parks with most parks reporting both theminimum and maximum cost per acre of land in their development. It is reason-able to assume that since April of 1969 (the date of the report) land costs in theseareas have continued to rise ; therefore, the use of the April, 1969, figures forcomparing the valuation of all land in these parks is a reasenably conservativetechnique. ,

This sample (Appendix 'kJ) is composed of 45 items in both taxing districts.The values used are only, for the land, although most of the items are improved.All of the land was valued at the minimum land cost figure as reported by the in-dustrial parks. The result of this technique is to introduce a conservative biasinto the data in favor of high percentage valuations. For Harris County thesample resulted in an assessment ratio of 10.74 percent .(as compared with a statedrate of 22% and a TRA residential property rate of 17.96%). For the City ofHouston the sample yielded a ratio of 13.94 percent (with the stated: rate at40% and the TRA rate at 31.94%). Once again the rates for industrialpropertyare quite low ; however, two factors make these results even more spectacular.Most of these values on the county tax roles representincreased valuations for1970. Since, these revaluations come only periodically, the degree of undervalua-tion is thus heightened, and the accuracy of this revaluation must be disputed.The second factor affecting this sample is the bias resulting from the sole use- ofminimum land cost figures. A similar valuation using only the maximum landcost figures resulted in even lower assessment ratios (for Harris County 7.37%and for Houston 9.57%). The true ratios should lie somewhere between the twoextremes : for Harris County between 9.57 and 13.94 percent.
.The third sample used in the study contains valuations of commercial propertycurrently offered for sale. Most studies of assessment levels (and the first twosamples in this report) utilize prior year cost information compared with cur-rent year. assessed valuations. This final sample utilizes current asking pricesfor property offered for sale and current assessed valuations of that property. Itdoes not represent actual underevaluation in the traditional sense, because nextyear's assessment could theoretically be increased to follow the actual salesprices..Such a comparison of asking prices with assessed values is, however, anindication of the ability of the taxing authorities to keep pace with rising propertyvalues. Some disparity between the two can be expected in the interim betweentransaction and reassessment, but a wide deviation indicates a notable lag in theability of the taxing authorities to keep pace with current values.Naturally it is not the intention of this study to equate the asking price ofproperty with its market value ; however, in a sample of sufficiently large size,there will only be a small discrepancy between- the two. If the underassessmentindicated by such a sample were small, it might be attributed to this discrepancy.If the indicated underassessment is quite large, it cannot Le explained by thisdiscrepancy but will clearly indicate' the need for increased valuations in thatarea,

This sample (Appendix C) contains 22 items that were offered for sale duringJuly or August, 1970. Using the asking prices as one would use actual marketvalues in an assessment ratio study, the data yielded a 6.84 percent ratio forHarris County and a. 1301 percent ratio for Houston. This significant disparityis further evidence of the general underevaluation of commercial and industrialproperty as compared with residential property in the two taxing, districtsstudied. Assuming that the significant undervaluation documented in 'AppendixA and Appendix B is a fair indication of the assessment levels throughout Har-ris County, it is fair to-estimate underevaluation of commercial property atnearly 70% in the county and nearly 60% .in the city. For industrial property theunderevaluation is approximately 50% in the county and approximately 65%. inthe city.
The impact of this grave inequality in the sharing of the proPerty tax burdengoes far beyond the inordinate unfairness to the small taxpayer : it deprives thecity and county governments of .funds for pressing vital programs, such as airand water pollution control. It is regrettable that industrial discharges havepassed on the costs of policing their wastes to the general public. Doubly in-equltable is a valuation system that allows these same industrial polluters toavoid paying their fair share of the public expenditures needed to clean up the

or%

$1.4
c,
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dispoiled environment. The result .of this abdication of public responsibility by

the industrialists are clear. Houston public officials who have been hotly criticized

by tbe state Water Quality Board chairman for failure to deal with the city's

water pollution crisis claim that the tax dollars to finance the badly needed

cleanup are simply not available. It is inconceivable that the citizens of Houston

will tolerate the recurring annual loss of hundreds of thousands of dollars in tax

revenue when that city has yet to initiate even a rudimentary water pollution in-

spection-enforcement program, and when otber desperately needed social services

continue unremedied.
RECOMMENDATIONS

To rectify the immediate problems of property tax abuse in Texas we make

the following specific recommendations :
1. That Chairman Ben Atwell of the State Commission on State and Local Tax

Policy discharge the legal responsibilities of his office and order an immediate

investigation into the shocking illegalities disclosed in this report.

2. That a state board be established to bear taxpayer grievances, to recom-

mend relief in the form of tax refunds when necessary, and to provide public

lawyers to assist the complaining taxpayer.
3. That the practice of delegating the appraisal function to private firms be

eliminated, and that the state provide the appraisal service to local taxing dis-

tricts when requested.
4. That full disclosure of the precise formula used in property evaluations be

made by all individuals and organizations performing the appraisal functions.

5. That a state board be created to pass upon the qualifications of the local tax

assessors, and be given the power to remove such assessors for cause.

, CONCLUSION

In nearly every state the property tax provides the overwhelming proportion of

the revenue for our cities, counties, and school districts. But the serious in-

equality in valuations and assessments continues to deprive local governments of

funds. Thc state of Texas, which is first among the states in ail and gas reserves,

first in cattle, first in cotton, and first in livestock, is rated near the bottom of

the list in its attention to the basic social services. This does not need to remain

so. Property tax reform can bring millions in lost revenue.

A report relcased almost nine months ago alerted state officials to the substan-

tial undervaluation of oil and gas property in the Permian Basin. This report has

been ignored by Texas political leadership. In that report, the loss to the school

district in one county alone as a result of undervaluation was shown to be nearly

one million dollars a year for at least the last seven years. But despite the

concern of that county's citizens, and the statement by the local County Judge

that a "serious question had been raised" by the introduction of this evidence of

undervaluation (Odessa American, June 30, 1970), the state government has re-

mained indifferent and unresponsive. Just one day after the report's release,
Speaker of the House Gus Mutscher hastily dismissed the report as "an un-

warranted attack on one of Texas' leading industries." (Austin American,

Jan. 31, 1970). And, when pressed by reporters, Representative Ben Atwell, Chair-

man of the Commission on State and Local Tax Policy, promised to make an in-

vestigation, but has yet to respond publicly to our letter of January 31, 1970.

Chairman Atwell has kept curiously silent about a problem that squarely

challenges the respectability of his Commission.
The findings of this latest report now clearly indicate that the 'hequality of

valuation and assessment of property for tax purposes is not an abuse unique to

the mineral interests, but is one that is characteristic of timber and commercial-

industrial property as well. A projection of this pattern of undervaluation of

timber land, for example, applied to the entire 37-county East Texas area, means

the annual loss of approximately $38.4 million a year.
The implication here is great and national in scope : at a time when our cities

are facing their greatest crises in history, the local governments can now respond

immediately with "money in the pocket" that they never knew they had. Under-

valuation of timber interests and undertaxation of corporate industries from oil

companies to banks to insurance companies is not just a Texas phenomenon. It is

a nationwide injustice that must be resolved as the first, fundamental step

toward the solution to the critical problems of our local communities.

.
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Material Supplied by Other Than Witness

FROM SENATOR MUSKIE

October 14, 1971.
Commissioner J. E. LUCKETT,
Department of Revenue,
Frankfort, Ky.

DEss COMMISSIONER Luosmrr : Thank you for your letter of October 12, re-
sponding to the comments Mr. Nader made on Kentucky's property tax adminis-
tration when he testified before Senator Mondale's Select Committee on Equal
Educational Opportunity.

I have forwarded a copy of your letter to Senator Mondale for his information.
As you may know, the Kentucky Law Journal recently published a symposium

on the property tax and honored me by includiug an Introduction I prepared for
the symposium. In the Introduction, I noted the high rating Kentucky had re-
ceived from the Advisory Commission on Intergovernmental Relations with re-
gard to the property tax. You and the other public officials in your state can be
proud of the Advisory Commission's appraisal of your efforts.

With best wishes, I am
Sincerely,

EDMUND S. MUNCIE,
U.S. Senator.

COMMONWEALTH OF KENTUCKY,
DEPARTMENT OF REVENUE,

Frankfort, Ky., October 12, 1971.
HOD. EDMUND S. MUSKIE,
Chairman, Senate Subcommittee on Intergovernmental Relations, Old Senate

Office Building, Washington, D.O.
DEAR SENATOR : In recent testimony before the Senate Select Committee on

Equal Educational Opportunity, Mr. Ralph Nader cited Kentucky as a bad ex-
ample of administration of property taxes, according to a newspaper story ap-
pearing in the Courier-Journal, Louisville, Kentucky, October 1, 1971.

AB chairman of the Senate Subcommittee on Intergovernmental Relations, I
thought you would be interested in getting the facts on the allegations about
Kentucky property tax practice; therefore, I enclose a Xerox copy of the reported
Nader statement and my comment reported in the same paper October 7, 1971.

It is unfortunate that Mr. Nader did not cheek his facts more carefully, or up-
date them. There is a difference between conclusions drawn from partial and out-
dated information and conclusions drawn from total information systematically
prepared and current. The Kentucky Department of Revenue, which supervises
the county valuation of property, is totally committed to sound tax administra-
tion and welcomes an opportunity to set the record straight.

Insofar as valuation practice is concerned, the U.S. Census reported Kentucky
with the highest average assessment level of any state for 1960 and we think
their current (1971) survey when completed will show a similar ranking. More-
over, the Advisory Commission on Intergovernmental Relations has reported that
Kentucky is one of the few states that has made notable improvement toward
uniformity and equity in the valuation of property for taxation. For your in-
formation, Dr. John Shannon, Assistant Director, ACIR, is familiar with Ken-
tucky policies and can offer an objective view of the situation.

(8145)
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As for the Nader allegations, we invited the reporter for the Courier-Journalto come to the department and look at all the facts. Th3 results speak for them-selves in his story.
Sincerely,

J. E. LUOKETT,
Commissioner of Revenue.Enclosures.

(From the Courier-Journal, Louisville, Ky., Oct. 7, 19711

KENTUCKY REVENUE CHIEF REBUTS NADER ON TAXES

(By Don Walker)

FassIcsonr, KY.State Revenue Commissioner James Luckett yesterday issueda point-by-point rebuttal of consumer crusader Ralph Nader's charges beforeCongress that some coal and commercial properties in four Eastern Kentucky
counties get off easy when property taxes are assessed.

Also using a version of "Candid Camera," Luckett relied on aerial-photo mapswhich, he said, back up the integrity of acreagu listings on the tax rolls.
The four counties named by Nader are Pike, Knott, Bell and Harlan. Luckett

said the aerial photos have proved "amazingly accurate" in 65 Kentucky counties
in which the mapping program has been completed.

In an interview this week, the commissioner zoomed in on Pike County andsaid a photo map Indicates that the county apparently was "overlisted" ratherthan severely shorted in propery listings as Nader had charged.
Nader told a Senate committee in Washington last week that local propertytax assessors throughout the nation often underassess property of commercial

and coal interests and sometimes fall to put it on the tax rolls at all.An aide to Nader later acknowledge that specific charges about Kentucky
counties were based not on personal investigation but on published reports, par-
ticularly a National Education Association (NBA) commission's report in May.

The NEA commission held education hearings in Kentucky earlier this year.Luckett asserted that Nader's criticism is "just plain without foundation . . .It's unfair to make (such) statements without some personal verification ofwhat the facts are."
Claiming that property assessment in Kentucky is "of exceptionally high qualitycompared with (assessments in) any state," Luckett fired his verbal barrage

againk Nader in an attempt to refute, point by point, examples Nader used tobolster his criticism.
Nader said that in 1907, 40 to 60 per cent of Pike County's land was either un-

derassessed or not listed on tax rolls.
In fact, declared Luckett, "there may have been an overlisting." Aerial photos

of Pike County in 1969 revealed there was slightly less nonurban acreage in the
county that was on the 1966 rolls. The photo map found 413.344 acres compared
with 424,268 acres that had been estimated to exist by the county property

aluation administrator, Luckett noted.
Nader said Elkhorn Coal Corp. had been paying county property taxes of less

than 22 cents an acre on Knott County coal rights under development by Na-
tional Steel Co. Nader claimed it was expected that 1,250,000 tons of coal a
year would be wined from the holdings.

MOUT SHARED BY TWO PIRMS

Lockett and two if his staff members said the mineral rights actually are
shared by Elkhorn and Consolidated Coal Co., and they estimated that the firms
have been paying "closer to 40 cents an acre In property taxes."

The officials noted that Elkhorn owns approximately 15,000 acres of mineral
rights in Knott County assessed at $582,534, and Consolidated owns 8,500 acres

4

3 2.3
4.%
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of mineral rights in Knott. Portions of these tracts make up a proposed mine
which Consolidated is developing jointly with National.

Consolidated's property, including mineral rights and equipment at the uncom-
pleted mine, was assessed at $2.5 million as of Jan. 1, continued Luckett.

Nader charged that the Tennessee Valley Authority (TVA) owns 8,800 acres
of "extremely rich coal land" in Bell County and, since no taxes were paid by
the former owner, TVA is paying none.

Luckett says TVA acquired the 8,800 acres after a former owner, who paid
$5,000 for the mineral rights in the 1940s, defaulted on a contract to produce coal
for TVA.

"The mine proved to be worthless under present day mining conditions because
of a drainage problem," said Lnckett.

TVA values what Nader called "this extremely high coal land" at $8,153, he
added. Under federal law, TVA makes in-lieu-of-tax payments equal, to taxes
previously paid by owners of land. Apparently, TVA could not make such pay,
ments legally if no taxes were paid previously, noted Luckett.

Nader charged that U.S. Coal and Coke, a subsidiary of U.S. Steel, in 1966
paid only $84,500 in property tax in Harlan County on two producing mines val-
ued at $9.8 million.

Luckett said the $84,000 represented state and county taxes only, and that
when school property taxes were added, the company paid $148,520 in property
taxes in 1966. Since 1966, the company's assessment has been adjusted upward
from $9.8 million to $10.4 million and it paid $175,659 in taxes this year, it was
noted.

Mineral rights assessments, like other property valuations, are revised about
every five years to reflect current market values, the officials said.

Pike County undeveloped coal rights, for example, were assessed on a range
of $25 to $200 an acre. But it is proposed that the 1972 assessments be revised
to reflect a current market value of $50 to $20 per acre, said Luckett.

DIP/IOW/IT IS ACKNOWLEDGED

The commissioner acknowledged that judging the value of unmined coal is
"a more difficult assignment" than normal property valuation. Critics often fall
into difficulty because they do not understand the variables that affect the value
of untapped minerals, he maintained. These variables include the type of coal
seams, location and accessibility, and whetheror to what degreethe seams
can be mined, the commissioner noted.

Zone maps have been drawn of 12 Eastern Kentucky counties showing the
value ranges of undeveloped coal rights according to the variables involved, said
Luckett.

These zone mapsnot aerial photosare prepared by state Revenue De-
partment geologists with advice from local property value administrators and,
sometimes, with help from other knowledgable persons, Luckett said. These maps
which are revised periodically, serve as the official assessment guides for coal
rights, he said.

Also, said the commissioner, owners of coal rights are required to pay a prop-
erty tax premium when the coal is mined.

"Each year the number of acres mined in the preceding year is valued for cur-
rent assessment and a comparable acreage is (newly) listed as 'developed coal'
to reflect a current market value of $50 to $200 per acre, said Luckett.

'MISLELDING COMPARISON'

Under questioning, the commissioner conceded that raw figures might be inter-
preted as giving coal rights a relatively lighter assessment in comparison with
farmland.

32'4 ( t.:
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For example, the $25-to-$200-an-acre range on potentially rich coalfields in Pike
County compares roughly with the tax values set on just poor-to-fair farmland
in the state, and the best farmland might be assessed at from $400 to $1,000 an
acre, the commissioner acknowledged.

"But this is a totally misleading comparison without calling attention to the
fact that literally millions of dollars must be spent to recover the coalotherwise
It has no value whatsoever," he said. "These expenditures must include not only
mining but other facilities such as rail to open up the market," said Luckett.

Also coal valued at $25 or more an acre may lie for 50 years and never be
touched, but the taxes at the assessed value continue, he said.

AERIAL-PHOTO MAPPING CONTINUES

Luckett said the aerial-photo mapping of the .state continues at a slow but
steady pace. In addition to the 65 counties already mapped, six projects are in
progress, another is under contract and 13 counties have requested aerial maps.

The state bears the full cost of the mapping$250,000 was appropriated for
the purpose this bienniumbut county fiscal courts must request a map. And
the county government must promise to use the map in its assessments.

Luckett said that the photographing, which includes pictures of principal build-
ings on all property, has uncovered major assessment shortages in only one county
so far. This was in Marshall County in 1957, and a large number of new homes
on Kentucky Lake were found to have escaped assessment, the commissioner said.

[From the Courier-Journal, Louisville, Ky., Oct. 1, 1971]

KENTUCKY TAX ASSESSORS Too LAX, NADER CHARGES

(By Leonard Pardue)
WASHINGTONCrusader Ralph Nader attacked the way state and local gov-

ernments administer property taxes yesterday, and he cited Kentucky as a bad
example.

Nader charged that at least $7 billion a year in property tax revenues nation-
wide aren't being collected by state and loyal governments because of tax admin-
istrative practices.

His Chief criticism was that local property tax assessors frequently under assess
the value of property owned by major industrial and commercial interests, and
in some cases fail to put it on the tax rolls at all.

Under assessment "has literally starved the schools in Appalachia," Nader
said in testimony before the Senate Select Committee on Equal Educational Op-
portunity. The committee's inquiry into the subject had led to an appraisal of
finances as one cause of lack of equal opportunity. School systems are heavily
dependent on property taxes for revenue.
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Nader gave these Kentucky examples to bolster his argument:
In Pike County in 1007, 40 to GO percent of the county's land was either under

assessed or not. listed on assessment rolls, according to a fact-finding team ap-
pointed by the County School Board, Nader said. Yet that year the school system
had a $113,000 deficit.

In Knott County, National Steel Co. is developing a mining complex including
a tipple and preparation plant on 14,200 acres of coal land, and the operation is
expected in produce 1,250,000 tons of coal a year. A railroad line is being built to
serve the operation. Yet the owner of the land, Elkhorn Coal Corp., has been
paying county property taxes of less than 22 cents an acre," Nader said. He did
not cite the source of these figures.

In Bell County, the Tennessee Valley Authority acquired title to 8,800 acres
of "extremely rich coal land" for which it was required to pay normal property
taxes for the first three years of ownership. TVA got the land when a supplier
defaulted a coal contract. But since the land hadn't ever been listed as appraised
by the tax assessor, no taxes had been paid by the former owner and TVA is pay-
ing none, Nader said. He cited Whitesburg attorney Harry Caudill as his source.

In Harlan County, U.S. Coal and Coke, a subsidiary of U.S. Steel, in 1966 paid
only $34,500 in property tax on two producing mines valued at $9.3 million, or
alHmt one-tenth %%hat It would have paid in some otlwr states, Nader said.

"Throughout Appalachia, the story is the same," he said. "The people are poor,
the schools are poor, but the owners of coal land enjoy a property tax field day."

It was learned after the hearing from a Nader aide, James Rowe, that Nader
had not conducted his own investigations of the specific Kentucky counties men-
tioned. Rowe said the sources of information for the Nader testimony were pre-
vlous published reports and earlier testimony by others at hearings conducted
in Kentucky by the National Education Association.

Nader also cited instances in Texas and Mainewhere Rowe and Nader has
conducted investigationsand in Indiana and Minnesota to support his view that
there exists a national pattern of property-tax favoritism toward commercial and
industrial intekests.

Listing an Indiana example, Nader said that in Gary, Ind., where the schools
face a $9 million deficit, U.S. Steel "has been stronger than Gary's property tax."
State law allows industry to present their own assessments to the local tax-as-
sessor who is then supposed to check the figures. But U.S. Steel, Nader said, re-
fuses to open its books to the assessors for such cheeks.

Nader said that local taxpayer groups in various parts of the country are more
and more frequently organizing to seek property tax reforms, which he called
"The No. 1 political issue at the local level for middle-class Americans."

Sen. Walter Mondale, DMinn., the committee's chairman, agreed with Nader's
charges of property-tax abuse. "I think that picture is almost beyond dispute,"
Mondale said.

In response to questions, Nader said he had no reform proposals beyond urg-
ing uniform application of the property tax by state and local governments. He
also said the federal government might encourage this by insisting on fair prop-
ertytax practices as a condition of federal aid.

326
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Reslicing the School Pie

John E. Coons, Stcphcn D. Sugarman, and William 11. Clune Iii
-1

State systcms of taxing and spcnding for elementary and secondary cdtication
tcnd to combinc misery and mystcry in equal parts. Historically, the school
moncy debates havc been dominated by specialists on such complex questions
as "subvcntion," "overburden," and "equalization formulas," effectiycly insulat-
ing thc institution from thc scrutiny of its victims. Today, however, in what
may bc thc last shot in thc skirmish on povcrty, school financc is finally rcceiv-
ing scrious public attention:

ITEM. President Nixon has appointed a School Financc Commission. ITEM.
Thc Supreme Court has twicc in thc past two years bccn asked to strike
down as unconstitutional thc mcthods by which public cducation is pres-
ently financcd; it has not forccloscd thc qucstion, and may bc forccd to face
thc issuc dircctly in its next term. ITEM. Governor Milliken of Michigan has
proposcd shifting from a sharcd state-local school finance arrangement to an
essentially statc funded onc. ITEM. Thc Office of Economic Opportunity
has announccd its willingness to sponsor experimental tuition voucher pro-
grams; Governor Reagan of California has commented favorably on one form
of thc voucher plan. ITEM. Govcrnor Rockefeller of New York has appointcd
a blue-ribbon commission to make a comprehensive examination of the quality,
cost, and financing of elementary and sccondary education for thc coming
dccade.

All this may stimulate a largc yawn; vct thcrc may bc surprises in storc. A
variety of hostilc forccs arc bcginning to converge on thc old systcm. Lawycrs,
educators, and social seicntists increasingly score the unfairness to students and
taxpayers of our reliance upon local property taxes; voters (allcgedly property
on nen) reject local bond issucs, budgcts, and property tax overrides at an
alarming rate; striking teachers demand an even higher priority for education
on our list of national commitments; school districts reluctantly shorten tile
school year L.:eause of the money pinch; Catholic schools either close or
ger along. praying with thcir public counterparts for a governmental I. I.

The »titers sre I.r.r.ters 00 the .mthors of Privite Wealth and Public
pnblicbed 1-I.Tr:w.1 Uni;eersity Press. Mr. Corms is professor of Lit: Jr Univ. of
California, Berkeley: Mr. Sng.irtn.ut is an associ.lte Criklre,%1 .11yers.

and Mr. Chute ft Ilfellther Of th Illinois S.IS and !XVI CO:nfief anj ref...net. ofweixe .11
the Illinois Institute for Soei4

may urn, Vol. 72, No. 4
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that will keep parochial pupils from Luiding in' the overburdened public
schools.

Ironically, this tumult coincs as kading cducational critics proclaim thc uttcr
irrclevancc of currcnt schooling, cspecially in our citics. Thc systcm is not dis-
cased, thcy say; it is a corpsc that mom cash will simply cosmctizc. Thcir hopc
if hopc thcy haveis integration, is accountability of teachcrs, is individuali-
zation or tcclmology; it is not money. Evcn many of the most radical structural
reformers, dcccntralizcrs, and political participaors dcclinc to cngagc scrious-
ly the question of cconomic support for thcir enterprises. Thcir know-nothing
attitude is, to an extent, pardonable; financial reform will not itsclf revitalize
education, and its pursuit lacks thc allurc of public combat ovcr more visible
and glamorous objcctivcs. Regrettably, it is a precondition to improvcmcnt of
any sort whatsocvcr.

Villains and Victims However, evcn thc idea of

financial reform in education is as confused as thc rhetoric of cqual opportunity
that confounds the debate. Lcst we sin oursclvcs, an initial clarification is indi-
cated. Thc issuc is not quantity. Even conceding the onus of guilt borne by a
curmudgeon federal government, the critical need in school finance is not
simply for more money. The fundamental cvil of the present system is reliance
upon local property taxation of unevenly distributed property wealth. This is not

so complex a matter as sometimes it is made to appear. Simply put the tragedy
involves twci villains and two victims, all four of which typically inhabit school
districts with low property wcalth per NTH. The villains arc higher tax rates
for cducation and lower spending in schools; the victims are the children and
those who bear the taxcs for their public schools.

Consider this example from Los Angcics County in California. Michael, a
fifth grader, lives in thc Walnut elementary district; in 1968-69 the cost of his

public cducation was $500. His fricnd, Robert, livcs in the Kcppel cicmcntary
district; in that same ycar his fifth gradc spcnt $786 per pupil. Eich boy's family
has thc samc incomc and owns a home of thc same valuc (itarkct and assessed).

Nlichacrs house is taxed at 3.28 perccnt of asscsscd valuation; Robert's at 2.33

percent. The California "systcm:'-thus provides substantially fewer school dol-

lars for thc childien of those in the Walnut district who pay thc higher tax rate.

The cNample chosen is conservative. It is typical cif our states.

Disaster of Form The historical parent of this
prodigy is thc rough compromise that cnicrgcd from the struggle aftcr 1850

between thc public school enthusiasts and thcir individualist opponcnts. The

victory of thc schoolmcn was never complete; education was madc compul-

sory and univcrsal, but thc principlc of statc rcsponsibility was never clearly

02d
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accepted. Instead, the local community became the. foundation of "public" ed-

ucation, a result Which tempered individualist fears of a monolith, making thc

enterprise politically possible. In an agrarian economy with a fairly uniform

distribution of wealth within most states, this parceling out to local units of the ,

ncw duty to educate might have bccn sccn as tolerable to both sides. After.an--
other quarter ccntury of economic change, thc nightmarish reality began to

surface. What thc individualist had surrcndcrcd in the establishment of public

education was bcyond recall; what thc reformers had bargained for in equality

had become a casualty of the industrial revolution.
By 1900, the clustering of wealth in urban foci already was well under way.

Then, as now, school districts in most states dcpcnded for their principal sup-
port upon the power delegated to them to tax the value of real property located

within their boundaries. As the disparities in taxable wealth widened among
communities, education prospered in somc districts and foundered in others
for reasons unrelated either to local need or local enthusiasm. Balkanization of
education had come to mean good schools in the iich cities and the virtual col-
lapse of many rural districts. Public education has never recovered from this
original disaster of form. The identity of rich and poor districts shifts and
changcs with time; in some cases cities favored through the first half of this
century may now face the problem of corporite poverty. But for town and
country alike thc iron rule of the system is unaltered: the dollars spcnt for a
child's education are a function of the wealth of his school district. Today in
some states the taxable wealth per pupil in the richest districts is 100 times thc

wealth in the poorest.
State "equalizatiOn" programs of aid to poor districts have been thc typical

twentieth century response to this problem. From state to state thcrc is consid-
erable variation in these devices whose details are impenetrable to the amateur
and deserve no attention here. Their principal effect is anesthesia for thc out-
rage of the victims. State support for poor districts is madc highly visible and

thus politically effective in tranquilizing local indignation. However, the notion
that thc districts have been "equalized" is transcendent fiction. So far front
reality is it that in California, Wisconsin, Illinois, and elsewhere millions in
"state aid" have bccn identified which, under existing ledslation. actually ben-
efit only the wealthy districts. This aid is a bonus for beim: rich! The conse-
quence of thc system is disparity in spending, which in California districts

rangcs from well below $500 to $3.000 per pupi.'
Sccing this helps to explain the durability of thc local property tax &spite

the predictions and 'itprecations of politicians, property owners, journalists.
and othcrs prone to discover taxpayer revolts. Plainly, it survives because it is

the basis of a highly effective system of privilege. Communities that enjoy high

property values per pupil, cithcr because of thc pmsence of wealthy residents
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or of industry, can have good 'schools (and other municipal services) for a
cheaper tax rate than thcir poorer neighbors. Such communities and thcir resi-

elms lure a strong intcrcst in preserving thc discrimination.
The bcnefitcd class is a peculiar one: it is not distinguished simply by per-

sonal wealth. Rich families sometimes livc in districts poor in taxable wcalth,

whilc some of the richcst districts are industrial enclaves inhabited largcly by

bluc collar or poor faniilks. Overall, however, thcrc appears to be a correlation

between personal wcalth and district wealth, and it is thc childrcn of thc poor

living in poor districts who arc the most poignant victims. Thcse familia can-

not afford to move or to choose private schools. By and large thcy arc white

familks, at least in thc North. Minorities tend to clustcr in larger cities near or

somewhat abovc avcragc in wealth. This is not to say that such minority chil-

dren arc never ictims of fiscal discrimination inside their district of resicknce,

though that particular swindle itself is beginning to declinc.

Thc problem, thcn, is not vicious motivation or conspiratorial purposcs, but

merely %did and arbitrary imposition of privilege and deprivation according to

the acddcnt of district wcalth. The evil is blindly structural in the most primi-

tive sense that thc state has created a discrimination machine. Districts

above thc median in wealth naturally resist changc, and thcy arc politically

vigorous; districts of roughly average wealth havc no clear stakc in reform and

are apathctic or even turncd off by the centralist rhctoric of most of thc rc-

fonncrs. Only poor districts would clearly benefit, 2nd thcir historic failure

to move th?lcgislatures is not surprising.

Judicial Intervention Ironically, this chronic po-

litical impotence of the victims itself may assist reform by sanctioning judicial

intervention. It is not fanciful to describe the projected relief for childrcn of

poor districts as anothcr rescue of a (literally) disenfranchised minority. Who

but the Supremc Court could brake this machine so insulatcd from ordinary

majoritarian politics?
However, sccn as a constitutional issue for the court under thc Evil Protec-

tion guarantee, the matter bccomes complex. Thrcc pointcd problcms of judi-

cial rolc threatcn to bar even thrcshold examination of thc problem. First, to bc

effective in dealing with any issue of this magnitude, thc Court must bc able to

articulate a cicar and principled basis for condcmning thc systcm. Thc prin-

ciplc must permit rcasonably accurate prcdiction of future decisions involving

a varicty of possiblc legislative responses. Sccond, sensitive to its nonclective

and anthnajoritarian charactcr, thc Court should shrink from imposing a uni-

form system upon the states. Its primary objective should be not to bind but to

loosc thc kgislatures from thc existing log jam, sparing whatever is tolerable in

thc old ordcr and permitting a wide variety of ncw statc systems. Third, thc
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Court will need confidence that its will can be enforced. However, the first is thc
key to all; thc primary concern must be thc discovery of a satisfactory standard
by which to judge state systems. So far it is tho failure of litigants to offer such
a standard that has alienated the judges whu have spoken on the issuc.

Until this year two cases had reached thc Supreme Court, one each from-
Illinois 2nd Virginia. The three-judge federal panel in Illinois dismis.ted for
lack of "discoverable and manageable standards" a suit which asserted a
duty of thc state under the 14th Amendment to spend for each child according
to his individual needs. The Suprcmc Court affirmed without argument or opin-
ion, and with but one dissent. Except for an additional disscnt a similar com-
plaint in thc Virginia case met an identical fate in thc following tcrm of the .
high Court. Counsel in thc several remaining cases arc seeking a standard that
will pass judicial muster and yet be effective. The problem is urgcnt, as crucial
INISCS in California and elsewhere proceed to thcir final disposition. Thus far, thc
Court appears to have kept an opcn mind. A recent appeal in a school finance case
from Florida presented an opportunity to seal off debate on the issue. Instead, thc
Court sent the case back for trial. This leaves thc final judicial answer perhaps a

year Or more away.
Thc difficulty in this quest for principle is illustrated by the disunity of the

critics, some of whose proposals have bordcrcd on the extreme. For example,
onc formulaan analogy to thc onc man-one vote ruleasserts a duty to spcnd
equal dollars per child throughout the state. The federal judges in the Illinois
suit declared this "the only possible standard" and then rejected it. Only die-
hard egalitarians would quarrel with thc court's assertion that a rule forbid-
ding compensatory spending is the last thing we need. What then of thc "needs"
formula proposcd by thc Illinois and Virginia complaints? Thc prinury flaw
in such a standard is tlut it is really not a standard at all; indccd, it is thc re-
placement of all standards by the purest nominalism, each child bearing his own
"rule." This approach may bc sa:isfactoty for educational philosophers; its ap-
peal to judges is less obvious. Nriding and enforcing thc dollar rights of each
child according to his needs (whrtevcr that may mean) is not an activity in
which courts will bc eager to engage.

Two othcr formulas contcnding for scholarly and judicial attention at least
can claim status as bona fide principles. Each is simple and is cast in thc nega-
tivethat is, as a proscription of particular state action, tints avoiding the
problems raised by insisting upon a duty of specific legislative beluvior. ender
Proposition One thc state would merely bc forbidden to permit variations in
district or family wealth to affect spending per pupil. Proposition Two would
agree but would add a prohibition against variations in thc number of dollars
spent on eny child by virtue of his place of asidence. This difference is highly
significant. Proposition Two (Profcssor Arthur Wise) is a centralizing prin-
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dpk satisfied only by stqcwidc standards for .spcnding. Propothion Onc
mould permit local dccision resulting in the spcnding of morc or fcwcr dollars
per pupil from onc unit to anothcr, so long as those variations in spending arc
not in any &gm thc consequcnce of variations in wcalth.

Toga= thcsc two propositions draw thc linc of battic bctwccn thc ccn-
tralists and those favoring lool inccntivc. Thc forma- arc outragcd that thc
quality of education could bc affcctcd by diffcring cnthusiasm for education
from district to district. On thc othcr hand, the lattcr scc in local dccision a
sourcc of hcalth, varicty, and citizcn involvement plus an insurancc against thc
statcwidc mediocrity riskcd by ccntralization. In any casc, onc's policy prcf-
ercncc in this rcgard should not bc confoundcd with his vicw of thc Constitu-
tion. Eien ccntralizcrs should prcfcr Proposition Onc if thc Court sccs prescrva-
don of local choicc as thc condition of its intcrvcntion. Continucd local choke,
libcrated from thc cffccts of wealth variations, k a morc attractivc prospect
than no rcform at all; bcsidcs, who can say the legislatures will not bc persuadcd
to centralize oncc thc old ordcr is invalidatcd under Proposition One?

Power Equalizing: Districts . 1-lowevcr, our own
prcfcrcncc for Proposition Onc is not purcly tactical. Thc usc of rclativcly
small units to dctcrminc important aspccts of cducational policy sccms to us
plausiblc; and it is quitc fcasible to maim cxisting school districts substantially
equal in thr powcr to raise moncy for cducation. Evcn rctaining thc property
tax as thc local SOUITC (wc would prcfcr a local incomc tax), such parity of
powcr could hc managcd through a combination of statc subsidies, rcdistrict-
ing, and othcr dcviccs. Thc rcsulting systcm is callcd "powcr equalizing." Sup-
pose, for cxamplc, the lcgislaturc providcd that all districts might tax local rcal
property at a ratc of from 1 perccnt to 3 perccnt and that thc district's own
choicc of spccific tax levc1 within that rangc would, in accord with a rclation
sct by law, fix thc district's spcnding lord. Thc amount per pupil actually
raked by thc tax would bc irrcicvant. What would count is how hard thc dis-
trict chosc to tax itself, not the wcalth on which thc tax was lcvicd. Thc rcla-
tion might be as simple as the following tablc:

Locally Chosen Tax Permitted Spending Per Student

1% (minimum permitted) $ 500
1.1% 550

2% 1,000

3% (maximum permittcd) 1,500

Mcchanically it might operatc in a variety of ways. For example, if a district
taxing at 2 percent raised $800 per studcnt, it would bc subsidizcd $200 per
studcnt from gcncral sourccs by thc statc. If a district wcrc wcalthicr and raiscd

33Z .
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$1,200 at 2 percent. S200 of this %would be redistributed as part of the subsidy
for poorcr districts. Alternatively all proceeds of the locally chosen taxes could

be paid into a state pool with all disbursements made from that pool based solely

upon the local tax rate.
Powcr equalizing formulas can be adjusted to take into account variation;

in the cost of educational goods and services from place to place. They can also

be tuned to reflect subtler cconomic factors such as municipal overburden and
educational considerations such as thc "needs" of disadvantaged (or, for that

matter, gifted) students. In short, power equalizing formulas provide thc base

for any truc "compensatory" scheme.
Power equalizing also is 2n answer to the central dilemma of thc community

control movement: how can an urban enclave like Ocean Hill-Brownsville

achieve political autonomy without accepting cconomic prostration? Every dis-

trict, irrespective of size or wealth, through power equalizing can be rendered

both independent and equal in the power to educate its children. The poverty
of a neighborhood's tax resources cannot by itself justify continucd subordina-
tion to a larger school district. If the state desires it, Ocean Hill-Brownsville

can be economically as unfettered as Scarsdale.

Power Equalizing: Families Some have sug-
gested that power equalizing can satisfy both the centralist drive for equality
and thc objectives of local government by a further extension to thc family
level. Imagine, for example, that each family with school-age children is a small

school district that has been equalized in its powcr to tax itself and to spend

for education. All parents would choose among schools, each of which operates

at a set level of cost per pupil, say $500, $800, $1,100, and $1,400. The school

would receive its income ((or secular instruction) from the stare; it could
charge no further tuition. The family's choice of a school cost level would fix

the rate of a special ta.x upon its own income. The tax rates also would vary by

family incomc class with thc aim of equalizing for sill families the economic
sacrifice required to attend any school at a given spending level. For example, a

welfare mother might pay $15 in tax for all her children to attend a $500 school;

for that same school thc tax price to a middle-class family might approach the

full $500 cost, m hile the pricc to a rich family would exceed the full cost. A

$1,400 school might cost these same thrcc families $100, 51,000, and $2,000 re-

spectively.
Schools in such a system could be all public, all private, or mixed. 11w con-

straints on curriculum could be few or many, but any substantial liniitation
would frustrate at least some of the purposes for trying such a system in the

first place. Onc important object is, after all, for thc first time to give a truc

choice to all familiesincluding the poor. Through family choice, it is argued,

.
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competition and experimentationwould be stimulated and variety and qual-
ity thcrehy enlunced. Also bluer matching of schools and children would bc
effected by thc judgments of parents and children than by an impersonal at-
tendance boundary for thc ncighborhood or the judgment of an expert. In pro-
viding choice to thc parent, an answer also would be given to thc other dilemma
in thc community control movement: how to maintain a true "community"
while respecting thc interests of dissenting minorities. In a family based system,
the community would be transformed from an retificial and inescapable com-
munity of geography to a community of interests, one freely choscn and freely
abandoned.

Obviously thc details of such a system would have to be carefully
tailored if such ancillary policies as racial integration, fair compctition, mini-
mum standaeds, and job security for teachers were to be satisfied. The model
"Family Choice in Education Act" which has been drafted to express thcsc
policies comprises hundrcds of provisions. It encourages private schools with
guaranteed loans but protects publk schools against unfair competition by
limiting thc capitalization of private schools. For similar reasons it disallows
contributions either from interested sources or for ideological objectives. The
model act also puts pupil admission to a school on a random basis, thereby maxi-
mizing racial and social integration. To assist the choiccs of schools by parents,
an elaborate system of information and counseling would be provided. Of
coursc, free and adequate transport would have to be made available. In
all respects, The complex provisions of the model act strive to assure the face-1
measure of independent action and equality of opportunity for schools, par-
ents, and pupils.

However, an interesting division recently has emerged between what may be
viewed as the centralists and decentralists among family choice proponents.
The schism is illustrated by a proposal for educational vouchers outlined by the
Center for the Study of Public Policy at Cambridge, a proposal that conceiv-
ably will bc supported by the Office of Economic Opportunity in a series of
experiments. (Teachers College Record, February, 1971.) Though reflecting
somc of the aims of thc model family choicc act, thc CSPP proposal specifically
rejects it 2nd offers in its place a striking contrast. Rather than provide equal

access for all to Schools of different quality, the CSPP model deliberately tcnds
to equalize all schools in the voucher system at a level of quality to bc centrally,
not parentally, dctcrmincd. This uniformity would be achieved by giving more
money to schools with a highcr population of disadvantaged children. It
would not allow for variation in spending in accord with thc tax effort families'

arc willing to make for thcir cducation. Effectively, parents who arc poor
would bc dcnicd thc opportunity to aspire to an education which is not merely
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different in styk but qualitatively superior to the governmentally mandated

minimum.
The PP model is the espression of a plausibleif, to us, mistakenvalue

choice in education. It is probably compatible with the constitutional test we ,

have offered, since (depending upon its eventual details) it divorces quality

, in public education from variations in wealth. Along with power equiliting
systemsboth district and familyit nicely illustrates the boundlecs possibili-

ties for experiment and change in the structure of American education. If the
old order survives another century, it will not be for want of alternative models.
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A MODEL COMPLAINT ron USE /N STATE COURTS FOR ATPAUK UPON WEALTH
DISCRIMINATION IN PUBLIC EDUCATION

No. Suit to secure right of plaintiff classes under United States Consti-
tution and laws of that quality of public education not be a function
of wealth.

COURT OF THE STATE OF

FOR THE COUNTY' OF

JOHN SERRANO, JR., individually ; JOHN ANTHONY SERRANO, by JOHN SERRANO, JR.,

his guardian ad litem ; LILLIAN ACUNA ACEVES, individually ; BILLY ACEVES, by
LILLIAN ACUNA ACEVES, his guardian ad litem ; . . . .

PLAINTIFFS 1

1).

State of ; , Attorney General of the State of ,

, Treasurer of the State of ; Superin-
tendent of Public Instruction of the State of
Name, , members of the Board of Education of the
State of ; Controller of the State of ;

, Tax Collector, County of ; - , Treasurer,
County of ; , Superintendent of Schools of the
County of ; Name, Superintendent of Unified School
District ; Name, Superintendent of High School District ; ,

Superintendent of Elementary School District; and DOES,

DEFENDANTS 2

Plaintiffs above named complain of defendants above named, and each of
them, as follows : '

Plaintiffs, JOHN ANTHONY SERRANO, BILLY ACEVES, . . . (hereinafter collec-
tively called "Plaintiff Children"), are citizens of the State of and
residents of the Counties of - , and , and
are enrolled in

b. They should be from low income families. [Personal poverty is not re-
quired by the Serrano theorythe relative poverty of the district was held
sufficient to offend the Constitution. However, other courts conceivably could
confine the right to the poor child who is the most adversely affected by his
district's poverty.]

In addition it is important to have such plaintiffs from each elm of district
operating in the state system. For example, California has three kinds of dis-
trictselementary, high school, and unified. Such a system was assumed in
drafting the model complaint, but states differ in the number of classifications.

It is not necessary that the plaintiffs be minority children. The theory of
Serrano has nothing to do with race. Any such ellegations risk both confusion
and difficult questions of proof. Purists would actually prefer white plaintiffs.
Plaintiff Children are all minors ; on [date], plaintiffs, .Tonx 'SERRANO, Jr., LIL-
LIAN ACUNA ACEVES, . respectfully, were by order duly made by the above-
entitled court appointed guardians nd litem of Plaintiff Children, for the purpose
of representing each of said minors in this action.

I Ideally all plaintiff children should share two characteristics: a. Thy should reside
its relatively low-wealth districts with relatively high tax rates.

The county and district officials to be named should be chosen from the wealthiest coun-
ties and districts in each class or at least among the wealthiest counties and districts with
substantial population.

The cause of action has been deliberately drafted to confine the theory to the holding
in Serrano that the quality of public education may not be a function of wealth. The only
wrong claimed is wealth discrimination, orput another waya denial of plaintiff's right
to "fiscal neutrality."

There are, of course, other ways that have been suggested for defining the injury. The
Melanie complaint, for example, argued for speoding according to need of the student.
Even the original Serrano complaint contained some such language. In view of the fate of
McInnis and the court's opinion In Serrano, however, any such addition seems very risky.
The drafters also decided to exclude any claim of a right to geographical uniformity in
spending, though some no doubt would feel such a right makes sense and has a chance in
litigation.
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Plaintiff Children are all from families whose income falls below the federal
poverty standardnamely $ . Their ages, addresses, and schools
attended are as follows :

JOHN ANTHONY SERRANO is 8 years old, and attends the Ele-
mentary School, in the School District ; he resides with his
father, Jowl SERRANO, Jr., who has been appointed guardian ad litem herein, at

Street, . BILLY ACEVES IS 17 years
old, and attends the Iiigh School, iu the Unified
School District; he resides with his mother, LILLIAN ACUNA ACEVES, who has
been appointed guardian ad litem herein, at Avenue,

.
HI

Plaintiff parents representing their children all have incomes below the federal
poverty standardnamely .6 Their addresses are as follows :

Plaintiffs, JOHN SERRANO, Jr., Street,
; LILLIAN ACUNA ACEVES, Avenue, ,

(hereinafter collectively called "Plaintiff Parente),
are all citizens of the State of who reside in the Counties of

and , resoctively, and are the
parents and guardians of the Plaintiff Children.

IV

This suit is a class action brought by the plaintiffs on their own behalf and on
behalf of others similarly situated. The three classes represented by the plain-
tiffs consist of the following persons :

a. All children residing in the State who are attending the
free public elementary and secondary schools provided by the State of
except children in those three school districtselementary, high school, and
unified, respectivelyenjoying the greatest wealth per pupil which is subject
to taxation by local authority for purposes of elementary and secondary
education.

b. All children in the State of who are attending the free
public elementary and secondary schools provided by the State of
whose family resources are so limited as to require them to attend public
schools, except children in those school districtselementary, high school,
and unified, respectivelyenjoying the greatest wealth per pupil which is
subject to taxation y local authority for purposes of elementary and sec-
ondary education.

c. Parents and guardians of all children in classes (a) and (b).1

V

These classes are so numerous in membership that joinder of all their members
is impractical. There are question of law and fact common to the members of
each elass. The claims of the representative plaintiffs are typical of the claims

4 Again, Serrano did not require personal poverty, and little is risked if some middle claim
plaintiffs are included so long as the bulk are poor. However, If a court were to confine the
right to poor children it could be important to have at least one poor plaintiff from each
class of school district. (See F.N. No. 1.)

The general formula "fAeral poverty standard" has no magic. of course. Indeed, It may
be preferable either to be more explicit by citing a particular federal standard (e.g. Title I
of the MBA or less explicit by simply calling the plaintiffs poor.

a See F.N. 4, supra and P.N. 7, infra.
If all the children plaintiffs are from poor families, they will fall into both classes No. a

and No. b. That Is, class No. b is the class of poor children living In relatively poor districts :
class No. a is all children living In relatively poor districts. The reason for drawing the
distinction at all is to permit the court to focus on personal poverty if it does not want
to accept the Serrano concept that disielct wealth variation itself is invalid as a basis for
spending differences. The narrower theory would not seem to limit the practical effect of
the decision. The state could hardly fashion n wealth-neutral system operating separately
for noor famides.The parental-clasa role is merely representaUve. The right is the child's right. The
Serrano opinion vaguely suggests the possibility of a separate right for the parent, but.
even if such right existed, It would add nothing. Hence It has been left out as merely dis-
tracting. It is unthinkable that a court recognizing such a right would refuse to recognize
the child's right.
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of each class, nnd said representative plaintiffs will fairly and adequately protect
and represent the inter.,Nts of each class. The defendants have acted and have
refused to act on grounds generally applicable to each class, and the relief de-
manded Is appropriate f.or oach class as a whole.

VI °

Defendants Tax Collector, County of ,

Treasurer, County of , , Superintenden't of Schools,
County of ; , Superintendent of Unified
School District; , Superintendent of High School
District ; and , Superintendent of Elementary Schcol
District are each sued both in their official capacities and as representatives of
the Treasurer, Tax Collector, and School Superintendent of each of the counties
and unified, high school and elementary districts In the State of
The treasurers, tax collectors, and superintendents of public schools of the coun-
ties and school districts a the State of constitute a class so numerous
that Joinder of ail its members is impractical.

There are questions of law and fact common to the members cif: the defendant
class, and the representative defendants will fairly und adequately represent the
interests of the class.

VIII

Defendant is Attorney General of the State of
and this action is brought against him In his official capacity as Attorney General.

Defendant, , is the Treasurer of the State , and this ac-
tion is brought against her in her official capacity as Treasurer.

Defendant, , is Superintendent of Public Instruction of the State of
, and this action Is brought against him in his official capacity as

Superintendent of Public Instruction.
Defendants - , , are members of the

State Board of Educe tion of the State of , and this action Is brought
against each of them In his or her official capacity as member of such board.

Defendant, , is the Controller of the State of and this
action is brought against him in his official capacity as Controller.

Ix"
The true names and capacities, whether individual, corporate, associate, agent,

or otherwise, of defendants named herein as DOES, are unknown to plaintiffs
who therefore sue said defendantt by such fictitious names, and plaintiffs will
amend this complaint to show their true names and capacities when the same
have been ascertained.

X "

The State of (sometimes herein "the State") under the provi-
sions of Article of the Constitution, is responsible
for [maintaining a system of free public elementary and secondary schools] 11

This set of defendants Is composed of officials of various local governments affecting
schools, Thus, they are sued as representative of that class.

Note that the class includes officials from all counties and districts including poor ones.

This is not inconsistent with the theory. The officials in poor districts are presumably
cooperating with the administration of an uncom.titutonal system and are thentfore appro-

priate defendants.
These are the Individuals (non-class1 defendants holding Statewide office,

1° It is not clear what function the fictional defendants serve, but an excess of caution
here serves no harm.

II The progression of ideas in paragraphs XXIV is this : The State has a duty: the duty
is to maintain fiscal neutrality In education ; Its financing system violates this duty this
violation hurts the plaintiffs ; this injury to plantiffs is unnecessary to satisfy the interests
of the State.

a The words in brackets may not be the appropriate language for any particular State.
The point here; is merely to make quick reference to the State constitution or statutes set-
ting the pattehi of the system. In some States there will be no constitutional provision
that lc the syktem may be based purely upon legislative policy.

The point here is not to allege State action ; as to that, there is really no Issue. In fact
to allude to State action as such might only confuse the matter by suggesting doubt on

the question.
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(hereinafter the "school system") for all of the children of the state, including
Plaintiff children.

XI
In maintaining the school system, is forbidden by the Equal Pro-

tection clause of the Fourteenth Amendment of the law and the Constitution of
the State of (including Article _ Sections
and , and . . . of said Constitution) to make the dollar expendi-
ture 23 for the publicly financed education of any child a function of the wealth
of the child's family, his school district, or any entity other than the State of

as a whole.
XII

Under the provisions of its [Constitution and ?] 25 statutes the State has es-
tablished a financing system for its public schools (hereinafter entitled "the
financing system") which makes the expenditure" for every child's public edu-
cation a function of the taxable wealth per pupil of the school district in which
he resides. Under the financing system, school districts created by the State
within each of three classesunified, high school, and elementaryhave widely
varying amounts of taxable wealth per pupil. As a consequence of such differences
in wealth among state created districts, and because of the financing system as
a whole, the school districts within each class have widely variant expenditures"
per pupil of similar age and grade. Examples of the relation between district
wealth, taxing, and expenditure are set forth in Exhibit "A" attached hereto
and incorporated herein by reference. A more detailed analysis of the structural
relation between district wealth and district spending is set forth in Exhibit "B"
attached hereto and incorporated herein by reference.

XIII
The plaintiffs are suffering serious inequality and injury in regard to a funda-

mental interestthe interest in educationby virtue of state created variations
in per pupil expenditure upon their public education caused by variations in
school district wealth and the financing systeni.

XIV

The financing system serves no compelling interest of the State which cannot
be served as well or better by other financing atructures whIch do not make the
amount of spending for a child's public education a function of wealth variations.
Many such alternative systems are available for adoption by the State."

XV

The financing system violates both the Equal Protection clause of the 14th
Amendment and the Constitution of the State of insofar
as it renders expenditure frtr plaintiffs' public education a function of the wealth
of the school district in which each plaintiff resides.

Wherefore plaintiffs respectfully pray :

Is Note that the complaint refers only to differences in spending as the measure of injury.
The term "quality" of education was used in the first draft but was eliminated in favor
of tbe more objective money atandard. Of course, it is implied that dollars spent are related
to quality. It is not likely that the court will put the plaintiffs to proof on this questton,
but it is possible. There is in the Serrano opinion at least some ambiguity in this regard.
If the coat/quality relation were a question of fact, presumably It is essentially an issue
for expert opinion.

24 The nature of the State financing system must be described, but it seems unduly cumber-
some to try to do so in the body of the complaint. All that matters is that wealth variations
affect spending. Since thls is everywhere the remit of the use of districts of varying wealth,
this simple allegation seems adequate and easier to follow. However, more detailed analysis
should be available as in Exhibit "B."

Is The State constitution itself may or may not mandate a system which is influenced
by wealth variations. See F.N. 12, supra.

la The complaint does not differentiate between current and capital expenditures and
thereby is intended to include both. A note to "Exhibit A" is intended to confirm thls. In
fact, State systems in general make the capital costs of districts the most obvious kind of
fiscal discrimination, since very little State aid, If any, goes for such costs.

12 Whether a sample of such syMems should be described in an exhibit to the complaint
is a matter of judgment. As an example of how such alternatives might be set out a sep-
arate "Appendix" is attached. It is reproduced from an atnicus brief in the Serrano case.
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That the Court declare tba respective rights and duties of plaintiffs and de-
feminists and enter judgment declaring the plaintiffs have been denied the equal
protection of the laws of the United States and

by
the financing system.

II
That defendants, and each of them, be ordered to refrain from operating the

present financing system or any system which makes expenditure upon the public
education of any child a function of wealth except insofar and so long as ab-
solutely necessary to effect an orderly transition to a valid system for financing
schools.

In
That the Court retain jurisdiction in this action, affording defendants and the

Legislature of the State of
a reasonable time in which to take all

steps reasonably feasible to make the school system comply with applicable law,
and, specifically, to restructure the financing scheme so as to assure that expendi-
ture for the public education of any child no longer be a function of the wealth
of school districts, parents, or any entity other than the State as a whole, as re-
quired by the equal protection clause of the Fourteenth Amendment to the United
States Constitution and the fundamental law and Constituion of , and
should defendants and the Legislature fail to so restructure

the financing system
within such reasonable time, that this Court enter an appropriate Order enjoin-
ing the operation of the systm insofar as that operation

makes spending a func-
tion of wealth.

IV
That plaintiffs be granted such other and further relief as may be proper.

Respectfully submitted,

HORACE MANN,
Attorney for Plaintiffs.Exnrarr "A"

Selected data respecting (I) Amused Valuation Per Unit of Average Daily
Attendance; (2) Average Daily Attendance; " (3) School Tax Rate; (4) Ex-
penditure Per Pupil. All districts in the following tables have in excess of 500
students in average daily attendance. Statistics are from the official reports of
the Department of Public Instruction of the State of

(1900-70).
Expenditure may [or does not] include federal moneys." Capital expenditures are
not included. As to these the plaintiffs' objection is a fortiori since the state pro-
vides no aid whatsoever for capital expenses of the districts.°

District

Total school
ExpenditureADA A.V.P.P. tam rate per pupil

UNIFIED DISTRICTSBig Tree

1, 250 $100,000 1.3 $1, 700

little Tree

3, 600 50,000 2.0 1, 350

Sick Tree

1, 100 4,000 6.00 500

Exntorr "B"
An analysis of the school financing system of

and the manner in
which that system links spending per child to district wealthg Staies differ in their standards for measuring the relevant student population. Some
use average daily

membership (ADM) or enrollment (ADE).n Probably the Federal moneys should be excluded on the ground that their relevance to
the State's obligation is entirely unsettled and obscure. See Goldstein. Review of Private
Wealth and Public Education. 69 CAL. L. R. 302 ( 1971).t0 See F.N. 10, supra, and F.N. 21, infra.
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[This analysis should be undertaken with great care and, if possible, with the
aid of competent school economists. The following is a sample analysis of the
California systrm. It was presented to the California Supreme Court in one of the
briefs in Serra'. ). It suggests one form of analysis which may be useful. Of course,
each state will be unique to some extent. For a discussion of the basic method of
analysis on which the following presentation was based see Coons, Clune, and
Sugarman, Private Wealth and Public Education, Part I (Harvard Press, 1970).
The Lawyers' Committee has a list of experts who have volunteered to assist on
a time-available basis."]

(Here, for the model, the Urban Coalition brief pp. 4-21 will be reproduced.)

APPENDIX
7. A WIDE VARIETY OF FISCALLY NEUTRAL SYSTEMS WOULD SATISFY THE STATE'S

INTEREST IN DECENTRALIZED DECISIONMAKING

[From Serrano amiaus brief]

California may have an interest in maintaining a decentralized system of school
financing. It may wish to permit school districts to express different commitments
to education. This is an interest which is not only legitimate, but which deserves
respect, whether or not it qualifies as "compelling" under Shapiro v. Thontpson,
394 U.S. 618 (1969). Amid have shown in the previous section that fiscal neu-
trality is compatible In theory with either centralization or decentralization of
funding decisions. This will now be demonstrated with several examples of
fiscally-neutral systems. These are no more than a few of the numerous systems
that the principle would permit ; note that there is no system that fiscal neutral-
ity would require.

This showing is important because of the constitutional significance of "less
onerous alternatives"other forms of regulation which will serve the interest
of the State without burdening the fundamental interest asserted by the individ-
ual. Williams v. Inia018, 399 U.S. 235 (1970). This Court has stated the proper
inquiry to be whether the regulation is : ,a

". . . necessary to promote the state's legitimate interest because there
existed alternative and less intrusive means whereby the state could further
its interest." In re Antazo, 3 C.3d at 114.

Answering the inquiry in the Antazo case the Court declared :
"Because the state has available to it these alternative methods of collect-
ing fines, we cannot conclude that imprisonment of indigents is necessary
to promote this state interest." Ibid.

We turn then to illustrate the wealth of alternatives available to the legis-
lature.

DECENTRALIZED SYSTEMS WHICH RESPECT THE RIOIITS TO FISCAL NEUTRALITY

At least two general styles of decentralized systems are possible, eith6r of
which, alone or in combination with the other, would eliminate the effects of
variations in wealth while retainingindeed increasinglocal fiscal control.

District Power Equalizing. If the legislature wished to emphasize local gov-
ernment even more than it does row, it could easily equalize the revenue-raising
power of the extsting school districts simply by eliminating wealth from the
formula which determines a district's per pupil expenditure. Instead of the
educational offering being a function of both district wealth and district tax
effort, as now is the case, it would become a function of effort alone. The easiest
way to perceive this is to suppose that the legislature has adopted a table which
specifies how much on the average per pupil each district will be permitted to
spend for each level of tax effort it makes against local wealth (preferably in-
come, but, more realisticallyconsidering tradition and existing patterns--real
property). Such a table for elementary dIsteicto might look like this:

n Some analysis of the effect of wealth variation upon capital expenditure should be
added. This would be relatively simple in most States since there is no State aid to niter
the perfect relation of spending to district wealth.

3
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Permissible district
District tax rate on local property : per pupil expenditure

10 mills (minimum rate permitted) $500
11 550

12 600
13 650
14 700

29 1, 450
30 mills 1, 500

Irrespective of the amount of the local collections, the district would be per-
mitted to spend per pupil that amomitand only that amountfixed by statute
for the tax rate locally chosen. Rich districts and poor districts taxing at 12 mills
would provide a $600 education. Poor districts and rich districts taxing at 30
mills would provide a $1,500 education. The sole factor determining what a
district could spend would be the sacrifice in property tax it was willing to
make.

Such a system might, of course, involve the redistribution of excess local
collections in rich districts and the State's subvention of insufficient collections
in poor districts. If desired, redistribution of excess collections could be mini-
mized by either or both of two techniques. First, the legislature could redraw a
relatively small number of district boundaries and thereby eliminate freakishly
rich enclavessay those with wealth more than four times the state average.
Second, industrial and commercial property could be removed from the district
base and taxed by the State at a uniform statewide rate, eliminating its role as
the principal cause of extreme district wealth. By reducing the spectrum of dis-
trict wealth per pupil in either manner, or both, the State could easily assure
that no district would raise more locally than it could spend.

The magnitude of subventions to poorer districts would depend largely on the
extent to which the legislature wishes to pay for the total statewide cost of
education out of statewide sources; this in turn would be affected by the extent
to which it wishes to stimulate district effort, using State money as an incentive.
If the State were willing to permit the richest district to retain all that it col-
lected locally, it would assume centrally a more substantial portion of the total
education budget in order to render the poorest district equal to the richest in
its ability to meet the costs of education. The formulas for controlling total
cost and the respective State and local shares are infinitely variable, but the
effect in any case is to make all districts equal in their power to raise dollars
for education. The variations from district to district in dollars per pupil spent
upon education would thus be a function of local interest in public education.
Power equalizing would not guarantee equal dollars per pupila fatuous and
counterproductive goal. It would merely deny the "right" to have a better school
for less effort and, thereby, would maximize the Incentive for political effort at
the local levet.

Family Choice Systems. If the legislature wished to emphasize individual
choice, it could apply the power equalizing principle to a different unit. The
family instead of the school district could be given the power to decide its own
desired level of effort for education. The wealth against which the tax effort
would be made would be the family income per child. For each level of self-
chosen tax effort permitted by the particular system, a specific level of spending
would be allowed the family for all Its children. Each child would be given a
voucher in the amount fixed by the statutory formula with which to purchase
education. Given appropriate adjustment for marginal utility, cost of living,
etc., equal tax efforts would give families of varying wealth equal access to
schools of the same per pupil expenditure.

The State would decide how the necessary range of schools would be provided.
If it wished, it could permit both public and private schools to respond to the
variety of choices made by families; the resulting system would resemble a
market in which public and private educators could meet a variety of demands
for quality by spending varying average amounts per pupil. All participating
schools (Including private schools, if included in the system) would have to
accept the voucher as the sole measure of tuition. Otherwise wealth determinants
of quality would be reintroduced by the option for parents of varying wealth to
supplement the state stipend. On the other hand, private schools not accepting
the voucher could charge what they pleased, as they do today. Obviously, many
refinements, complexities, and objections are neglected here, but at the least it
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can be seen that even very "conservative" experiments in school finance cansatisfy the constintional standard proposed. A number of such schemes are out-lined in Education Vouchers (Center for the Study of Public Policy, Cam-bridge, 1970).

CENTRALIZED SYSTEM WHICH RESPECT TUE RIGHT TO FISCAL NEUTRALITY

It is difficult to imagine any system of public education financed entireig bya centralized State system of taxation and distribution which would infringe theright to fiscal neutrality. Furthermore, centralized financing would not neces-sarily imply centralized decision-making concerning spending. To whatever de-gree it wishes, the State could emphasize local choice in spending the dollarsprovided by the State.


